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BITH CONGRESS SENATE REPORT 
2d Session } No. 2372 


PROVIDING FOR SETTLEMENT IN PART OF CERTAIN CLAIMS OF 
THE UINTAH AND WHITE RIVER BANDS OF UTE INDIANS IN 
COURT OF CLAIMS CASE NO. 47568, THROUGH RESTORATION OF 
SUBSURFACE RIGHTS IN CERTAIN LANDS FORMERLY A PART 
OF THE UINTAH INDIAN RESERVATION 


JUNE 27, 1956.—Ordered to be printed 


Mr. WATKINS, from the Committee on Interior and Insular Affairs, 
submitted the following 


REPORT 


[To accompany H. R. 7663] 


The Committee on Interior and Insular Affairs, to whom was re- 
ferred the bill (H. R. 7663) to provide for settlement in part of certain 
claims of the Uintah and White River Bands of Ute Indians in Court 
of Claims case No. 47568, through restoration of subsurface rights in 
certain lands formerly a part of the Uintah Indian Reservation, 
having considered the same, report favorably thereon without amend- 
ment and recommend that the bill do pass. 


EXPLANATION OF THE BILL 


The purpose of H. R. 7663, as amended and passed by the House, 
is to effect a partial settlement of the case entitled “Uintah and 
White River Bands of Ute Indians v. United States,” No. 47568, 
now pending before the Court of Claims and involving 36,223 acres 
of land formerly part of the Ute Indian Reservation in Utah (now 
Uintah and Ouray Reservation) and taken by the United States 
as part of the Uinta National Forest by Executive order dated July 14, 
1905, which classified the acreage as coal lands. This bill would 
effect the partial settlement by transferring to the Ute Indian Tribe 
of the Uintah and Ouray Reservation in Utah all right, title, and 
interest in and to the mineral and oil and gas resources of the undis- 
posed of portions of the 36,223 acres added to the Uinta National 
Forest on July 14, 1905. The Indians would be allowed to continue 
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their suit in the Court of Claims as to compensation for the surface 
value of the land. 

The land.involved was part of the former Uintah Indian Reservation 
which was created by the Executive order of October 3, 1861, and set 
aside by the act of May 5, 1864 (13 Stat. 63) as a reservation for the 
Indian tribes in Utah. By the act of March 3, 1905 (33 Stat. 1048, 
1070), the President was authorized to set apart and reserve as an 
addition to the Uinta Forest Reserve (Uinta National Forest) a portion 
of the Uintah Indian Reservation, and by proclamation of July 14, 
1905 (34 Stat. 3116) the President made approximately 1,010,000 acres 
of land in the Uintah Indian Reservation part of an addition to the 
Uinta National Forest. More than 25 years later, by the act of Febru- 
ary 13, 1931 (46 Stat. 1092), Congress appropriated $1,217,221.25 
which was deposited to the credit of the Uintah, White River and 
Uncompahgre Bands of Ute Indians in the State of Utah as payment 
for 973,777 acres of the 1,010,000 acres taken for the forest. The act 
provided that the balance of 36,223 acres which had been classified 
as coal lands, were to be appraised by the Secretary of the Interior and 
the value reported to Congress for such action as the Congress deemed 
appropriate. ‘The Indians have never received any compensation for 
the loss of these 36,223 acres. 

Under authority of a special jurisdictional act of June 28, 1938 

52 Stat. 1209), the Indians have instituted suit in the Court of Claims 
seeking just compensation for the taking of the 36,223 acres. De- 
tailed and expensive appraisals of the mineral and oil and gas resources 
would be required bolote the. value of those resources could be tried 
to the court. However, suits involving the valuation of the surface 
values of similar adjacent lands, having no similar mineral and oil and 
gas values, have been completed and necessary information and back- 
ground accumulated to facilitate an early and inexpensive trial as to 
the surface value of the 36,223 acres. 

The Department of Agriculture desires to retain the administration 
and control of the surface of the land in order to protect the national 
forest and important watersheds. The bill would restore to the 
Indians the mineral and oil and gas resources and retain in the United 
States the ownership and control of the surface rights which would be 
administered under the supervision of the Secretary of Agriculture. 
Of the 36,223 acres, some 2,089 acres have been patented without 
reservations of minerals. Valid oil and gas leases would not be dis- 
turbed, but receipts from mineral, oil, and gas resources after the 
effective date of the act would be credited to the Ute Indian Tribe 
of the Uintah and Ouray Reservation. The bill permits the tribe 
to exploit the restored mineral and oil and gas resources in accordance 
with the tribal constitution and charter and the laws and regulations 
that apply to other tribal mineral and oil and gas resources on the 
reservation. Any exploitation of the minerals is to be subject to 
direction and control of the Secretary of Agriculture to the extent 
necessary to prevent serious injury to the surface resources of the 
land or the —J— national forests. 

-Inasmuch as the Indians have other available cash resources, 
responsible officials of the Ute Indian Tribe of the Uintah and Ouray 
Reservation and the Department of the Interior, believe that it would 
be to the Indians’ advantage to receive the future income from the 
minerals, as it accrues from year to year, rather than the full value 
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of the minerals in one lump sum. Accordingly, they are seeking the 
restoration of this land rather than the payment of money damages. 
This method of settling the controversy would save money for both 
the United States and the Indian Tribe by obviating the necessity of 
expensive and detailed appraisal of mineral and oil and gas resources. 
This settlement would also obviate the necessity of any appropriation 
to py an award by the court for the values of the mineral and oil 
and gas resources taken in 1905. Since the suit as to the surface 
values of the lands involved can be concluded on a relatively inex- 
pensive and expeditious basis, H. R. 7663 would provide for a settle- 
ment of the longstanding controversy in a fair and reasonably prompt 
manner. 

Under section 5 of the bill, the approval of the Ute Indian Tribe 
of the Uintah and Ouray Reservation in Utah within 1 year of the 
enactment, is required before the settlement becomes effective. Said 
approval shall be in such manner as is designated by the Secretary of 
the Interior. Upon approval of this act and pending acceptance or 
rejection of its provisions by the tribe, the land to be restored shall 
be withdrawn from lease, location, entry, or any form of disposition 
under the public-land laws except disposition pursuant to valid leases, 
locations, or other valid claims outstanding as of the date of approval 
and thereafter maintained in compliance with the laws under which 
they were initiated, so as to prevent further claims or new dispositions 
of the mineral and oil and gas resources pending acceptance by the 
Indians. 

As passed by the House, H. R. 7663 contains all of the amendments 
recommended by the Department of the Interior, the Department of 
Justice, and the Department of Agriculture. Two amendments sug- 
gested by the attorneys for the Indians were also included in the bill. 

No expenditure of Federal funds would be required by the enactment 
of H. R. 7663. 

The Bureau of the Budget has indicated no objection to the legis- 
lation. The reports of the 9 of the Interior, the Department 
of Justice, and the Department of Agriculture on S. 2664, a companion 
—— to H. R. 7663, introduced * Senator Watkins, are set forth 

elow. 


Unitep States DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., April 16, 1956. 
Hon. James E. Murray, 
hairman, Committee on Interior and Insular Affairs, 
United States Senate, Washington, D. C. 

My Dear Senator Murray: Your committee has requested a 
report on S. 2664, a bill to provide for settlement in part of certain 
claims of the Uintah and White River Bands of Ute Indians in Court 
of Claims case No. 47568, through restoration of subsurface rights in 
certain lands formeriy a part of the Uintah Indian Reservation. 

í —* recommend that the bill be enacted if amended as suggested 
elow. 

The bill restores to tribal ownership and vests in the Ute Indian 
Tribe of the Uintah and Ouray Reservation all right, title, and interest 
in and to the subsurface, including mineral and oil and gas resources, 
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of the lands described in section 6, except those lands heretofore 
patented or otherwise disposed of into private ownership without 
reservation of mineral rights. Approximately 2,040 acres of the lands 
described have been patented without mineral reservation. The 
benefits granted by the bill are in full satisfaction of the claims of 
the Indians asserted in case No. 47568 pending in the Court of Claims 
with respect to subsurface rights in the land. The bill does not affect 
the pending claim with respect to the surface rights in the land. The 
bill will not become effective until after acceptance of its provisions 
by the Ute Indian Tribe, the filing of an amendment to the petition 
in Court of Claims case No. 47568 limiting the prayer for relief to 
just compensation based upon the value of the surface rights only, and 
the execution of a release by the Uintah and White River Bands, 
satisfactory to the Secretary of the Interior, of any claims they may 
have because the Uncompahgre Utes are permitted to share in the 
benefits of the bill. 

The President by a proclamation of July 14, 1905 (34 Stat. 3116), 
set aside 1,010,000 acres of the Ute Indian lands for the Uintah 
National Forest Reserve. By the act of February 13, 1931 (46 Stat. 
1092), the sum of $1,217,221.25 was appropriated in full satisfaction 
of all claims for the lands so set aside and taken, except 36,223 acres 
classified as coal lands. Case No. 47563 was instituted to deter- 
mine the liability of the Government for the taking of the lands 
classified as coal lands. 

The Indians have now determined that they would rather have 
the income from the minerals hereafter mined from the land than a 
monetary judgment for the value of the minerals. Their share of a 
recent judgment against the United States in litigation involving 
other lands was $19,163,084.06, and after payment of attorney fees 
their net recovery was $17,486,314.20 (117 Ct. Cls. 433). In view of 
the award of this large sum, the Indians believe that it would be to 
their advantage to receive the future income from the minerals, as 
it accrues from year to year, rather than the full value of the minerals 
in one lump sum. Accordingly, they have informally recommended 
the enactment of the bill. 

The bill permits the tribe to exploit the mineral resources of the 
land in accordance with the tribal constitution and charter and the 
laws and regulations that apply to other tribal mineral resources on 
the reservation. This makes it unnecessary to include any special 
leasing provisions in the bill because general provisions for leasing 
Indian ee are contained in the act of May 11, 1938 (52 Stat. 347, 
25 U. S. C. 396 a-f). The bill requires, however, that any exploita- 
tion of the minerals shall be subject to the direction and control of 
the Secretary of Agriculture to the extent necessary to prevent serious 
injury to the surface resources of the land or adjoining national forest 
lands, provided such control shall not prohibit the use of the surface 
under accepted mining or engineering standards for prospecting, 
mining, drilling, and removing subsurface resources. 

È The following amendments are recommended: 

1. On page 1, line 8, delete “subsurface,” and on page 2, line 1, 
delete “including” and delete the comma after “resources”. The 
meaning of the word “subsurface” is not entirely clear, and the use 
of the word might result in a controversy over the right to use under- 

ground waters. The only subsurface resources of prospective value 
are oil, gas, and other minerals, and the use of that phrase is preferable. 
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2. On page 2, line 3, after ‘‘in the’’, insert ‘United States in trust 
for the”. ‘This change will vest the title to the minerals in the United 
States in trust for the tribe rather than directly in the tribe itself, and 
will put the title to these minerals in the same status as the title to 
other minerals and lands owned by the tribe. It will also avoid any 
question regarding the tax exempt status of the minerals. 

3. On page 2, line 4, change the period to a comma, delete the 
remainder of the language through the word ‘‘Reservation” on line 9, 
and insert in lieu thereof ‘subject to valid leases, locations, or other 
claims that are outstanding as of the effective date of this Act and 
that are thereafter maintained in compliance with the laws under 
which they were initiated,”. The language deleted is too restrictive, 
and it should be made to qualify the conveyancing language that 
precedes it. It is unnecessary to refer to extensions and renewals of 
leases because such actions will be new ones that automatically are 
subject to the provisions of the act. 

4. On page 2, lines 16 to 19, delete “available for such purposes as 
may be designated by the Uintah and Ouray Tribal Business Com- 
mittee and approved by the Secretary of the Interior” and insert in 
lieu thereof “subject to division between the fullblood and the mix- 
blood groups, and shall be available for advance or expenditure, in 
accordance with the provisions of sections 10 and 11 of the Act of 
August 27, 1954 (68 Stat. 868). This change will prevent the bill 
from repealing the provisions of the 1954 act with respect to the 
division between the fullblood and the mixblood groups of future 
income from undivided oil, gas, and mineral assets of the tribe. 

5. On page 2, lines 19-23, delete the entire full sentence. The 
sentence is unnecessary if amendment No. 3, above, is made. 

6. On page 3, line 1, delete “subsurface’’. 

7. On page 4, line 19, delete “subsurface” and insert in lieu thereof 
“mineral and oil and gas”. 

8. On page 4, line 23, delete “subsurface” and insert in lieu thereof 
“mineral and oil and gas”. 

The Bureau of the Budget has advised us that there is no objection 
to the submission of this report. 

Sincerely yours, 
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Westey A. D’Ewart, . 
Assistant Secretary of the Interior. ‘ 
——— 1 
DEPARTMENT OF JUSTICE, = 
March 26, 1956. 51 


Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate, Washington, D. C. 

Drar Mr. Cuarrman: This is in response to your request for the 
views of the Department of Justice concerning (S. 2664) a bill to 
rovide for settlement in part of certain claims of the Uintah and 
ite River Bands of Ute Indians in Court of Claims case No. 47568, 
through restoration of subsurface rights in certain lands formerly a 

part of the Uintah Indian Reservation. 
The bill would effect a partial settlement of the case entitled Uintah 
: and White River Bands of Ute Indians v. United States, No. 47568, now 
> pending before the United States Court of Claims, by transferring, 
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as provided, to the Ute Indian Tribe of the Uintah and Ouray Reserva- 
tion in Utah all right, title, and interest in and to the mineral and oil 
and gas resources of the land described in the bill. The land involved 
is, as stated in section 6 of the bill, a portion of the land added to the 
Uintah National Forest by Executive order dated July 14, 1905, which 
land was separately classified as coal land and for shia payment by 
the United States has not been made to the Indian tribes anni. 
the United States having made payment pursuant to the act of 
February 13, 1931 (46 Stat. 1092), for the land included in the Execu- 
tive order that was not classified as coal lands. The action pending 
before the United States Court of Claims was instituted to obtain 
compensation for the coal lands, and the bill if enacted would, as pro- 
vided in sections 4 and 5, limit the claim before the Court of Claims 
S compensation for the value of the surface rights in such lands. 

The background of the claim is that the land involved was part of 
the Uintah Indian Reservation, which was created by an Executive 
order of October 3, 1861. Congress under the act of May 5, 1864 
(13 Stat. 63), set apart the Uintah Valley (the area covered by the 
Executive order) for the permanent settlement and exclusive occupa- 
tion of such of the different tribes of Indians of the Territory of Utah 
as might be induced to settle the same. By the act of March 3, 1905 
(33 Stat. 1048, 1070), the President was authorized to set apart and 
reserve as an addition to the Uintah Forest Reserve (Uintah National 
Forest) a portion of the Uintah Indian Reservation, and by procla- 
mation of July 14, 1905 (34 Stat. 3116) the President made approxi- 
mately 1,010,000 acres of land of the Uintah Indian Reservation a 
part of and an addition to the Uintah National Forest. By the act 
of February 13, 1931 (46 Stat. 1092), the sum of $1,217,221.25 was 
appropriated and deposited to the credit of the Uintah, White River, 
and Uncompaghre Bands of Ute Indians in the State of Utah as pay- 
ment for 973,777 acres of the 1,010,000 acres above-mentioned, the 
act reciting that the balance of 36,223 acres had been classified as 
coal lands which were to be appraised by the Secretary of the Interior 
and the value arrived at reported to Congress for such action as to the 
Congress should seem appropriate. 

The bill provides that the Secretary of Agriculture is to have direc- 
tion and control of operations for the exploitation of mineral resources 
in the subsurface in order to prevent injury to the surface of the land 
(sec. 3). Provision is also included for acceptance of the terms of the 
bill by the Ute Indian Tribe of the Uintah and Ouray Reservation. 
Section 5 further provides that the Uintah and White River Bands 
are to amend their petition in the case before the Court of Claims to 
reflect the grant made by the bill, and are to release any claims which 
those two Indian bands might have because the Uncompaghre Band 
of the Ute Indians are permitted to share in the benefits of the act 
(sec. 5). The Ute Indian Tribe of the Uintah and Ouray Reservation 
include the Uintah, White River, and Uncompaghre Bands, and the 
Uintah Band has claimed that the White River and Uncompaghre 
Bands are Colorado Indians and therefore originally had no interest 
in the Uintah Reservation which it is contended was set aside for the 
Indians of Utah only. 

It is understood from the Department of the Interior that aside 
from some speculative value for oil and gas, the mineral value of the 
land is unchanged from 1905. 
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It is also understood that the Department of the Interior is recom- 
—— that the bill be enacted if the following amendments are 
made: 

Page 1, line 8, delete the word “subsurface” and the comma follow- 
geo word. 

age 2, line 1, delete the word “including” and the comma following 
the word “resources”. 

Page 2, line 3, insert ‘‘United States in trust for the” after the words 
“vested in the”. 

Page 2, lines 4-9, change the period in line 4 to a comma, delete the 
sentence from the word ‘‘Valid” through the word “Reservation” and 
insert in lieu of the deleted words the words “subject to valid leases, 
locations, or other claims that are outstanding as of the effective date 
of this Act and that are thereafter maintained in compliance with the 
laws under which they were initiated,”’. 

Page 2, lines 16-19, delete the words “available for such purposes 
as may be designated by the Uintah and Ouray Tribal Business Com- 
mittee and approved by the Secretary of the Interior’ and insert in 
lieu thereof the clause ‘‘subject to division between the full blood and 
mixed blood groups, and shall be available for advance or expenditure 
in accordance with the provisions of sections 10 and 11 of the Act of 
August 27, 1954 (68 Stat. 868)”. 

Page 2, lines 19-23, delete the entire sentence beginning with the 
words “Upon the lapse,’’. 

Page 3, line 1, delete the word “subsurface”’. 

Page 4, lines 19-20 and line 23, delete the word “subsurface” and 
insert in lieu thereof the words “mineral and oil and gas’’. 

In addition, on page 6, line 20, the words “twenty-three” should be 
substituted for the words “thirty-three”, as the number of acres 
involved and the number referred to in previous legislation is 36,223 
acres. 

The Department of Justice has no objection to the bill, amended 
as above. 

The Bureau of the Budget has advised that there would be no 
objection to the submission of this report. 

Sincerely, 
Perry W. MORTON, 
Assisiant Attorney General, 
Lands Division. 





DEPARTMENT OF ÅGRICULTURE, 
Washington, D. C., March 26, 1956. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate. 

Dear Senator Murray: Reference is made to your letter of Octo- 
ber 18, 1955, requesting a report on S. 2664, a bill to provide for settle- 
ment in part of certain claims of the Uintah and White River Bands 
of Ute Indians in Court of Claims case No. 47568, through restoration 
of subsurface rights in certain lands formerly a part of the Uintah 
Indian Reservation. 

We have no objection to the enactment of S. 2664 provided it is 
amended as hereinafter set forth. 
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In 1905 about 1 million acres claimed by the Ute Indian Tribe were 
proclaimed to be national forest land. In 1931 the Indians were 
paid $1.25 per acre for this land, except for the approximately 36,000 
acres described in this bill. The tribe is now suing in the Court of 
Claims for compensation for this acreage which now forms a part of 
the Uinta National Forest in Utah. We have no comment on the 
justification of the claim of the Ute Indians against the United States 
now pending before the Court of Claims. We would prefer that the 
entire claim for compensation relative to the above acreage be decided 
by the court. If, however, Congress desires that a part of the claim 
be settled by legislation as proposed in this bill rather than by the 
courts, our comments are as follows: 

The primary value of the national forest land described in the bill 
is for watershed purposes. Although the land supports about 2 million 
board-feet of timber and 55 grazing permits are involved, protection 
of the soil and maintenance of adequate vegetative cover is essential 
to provide domestic and irrigation water and to prevent erosion which 
could cause considerable damage to the local economy of the nearby 
communities of Fruitland, Tabiona, and Heber City. 

The bill would transfer to the Indians all right, title, and interest 
in and to the subsurface, including mineral, oil, and gas resources, of 
the specified national forest land, which totals about 36,223 acres, of 
which some 2,089 acres have been patented without reservation of 
minerals. Such a transfer would be contingent on prior acceptance 
by the Ute Tribe of the provisions of S. 2664 and the filing of an 
appropriate amendment to the pending petition in the Court of 
Claims limiting the claim to compensation for the value of surface 
rights only. Valid oil and gas leases in effect would not be disturbed, 
but receipts from subsurface resources subsequent to the effective 
date of the act would be credited to the Ute Indian Tribe. 

The provisions of the bill granting to the Ute Indian Tribe in 
perpetuity the available mineral resources of the area are matters 
chops for the Department of the Interior to comment upon. The 

ill provides that all mining operations pursuant to the proposed 
legislation shall be subject to the direction of the Secretary of Agri- 
culture to the extent necessary to prevent serious injury to the surface 
resources of the area or adjacent national forest land. It also pro- 
vides, however, that this restriction shall not prohibit use of the 
surface under accepted engineering or mining standards. Strip or 
hydraulic mining practices which might be very injurious’ to the 
surface resources, especially the watershed values, might be permitted 
under this latter provision. 

Administrative supervision of the mineral developments to the 
extent necessary to prevent unjustified injury to the surface resources 
of these and adjoining — forest lands is essential. These lands 
are parts of important watersheds and because of these values we 
believe that removal of minerals by either strip or hydraulic mining 
should be permitted only if, and under conditions, approved by the 
Secretary of Agriculture to minimize damage and to provide ade- 
quately for restoration of surface cover. Section 3 of the act as now 
written is inconclusive in this regard, and it is therefore recommended 
the bill be amended as follows: 

Page 4, amend lines 6 through 11 to read: 

«+ * * mining standards, for installation of mining equipment or 
machinery, building and maintaining roadways, free ingress and egress 
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for mining and removal of subsurface resources to market, and the 
mining and removal of subsurface resources, including the sinking of 
shafts, driving tunnels or other standard mining methods, except that 
strip or hydraulic mining shall be permitted only if, and under con- 
ditions, approved by the Secretary of Agriculture.” 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Sincerely yours, 
True D. Morse, 
Acting Secretary. 





EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU oF THE BUDGET, 
Washington, D. C., March 26, 1956. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate, Washington, D. C. 

My Dear Mr. Cnrarrman: Reference is made to the request of 
your committee for our views concerning 5. 2664, to provide for settle- 
ment in part of certain claims of the Uintah and White River Bands 
of Ute Indians in Court of Claims case No. 47568, through restoration 
of subsurface rights in certain lands formerly a part of the Uintah 
Indian Reservation. 

There is now pending in the Court of Claims case No. 47568, which 
embraces a claim of the Ute Indians for approximately 36,223 acres 
classified as coal lands for which the Indians have never received 
compensation. 

We have been informed that the Indians have indicated a desire to 
have the income from the surface and subsurface resources of these 
lands rather than to receive compensation therefor through a judgment 
of the court. 

Pertinent details in connection with this subject are being presented 
to your committee in reports by the Departments of the Interior and 
Agriculture. Those reports propose certain amendments primarily 
for clarification purposes. 

After a review of all the facts as presented to this Bureau, you are 
advised that subject to consideration of the proposed amendments to 
be offered, there would be no objection to the enactment of the bill. 

Sincerely yours, 
Rosert E. Merriam, 
Assistant to the Director. 


O 


F MICHIGAN !IRRARIFS 


ITY N 


S 


UNIVERS 





—⸗— 


SS SSO ⸗— 


estes se 66 wes 4 


=- 3., we 


eT am" =J" 


= 








Calendar No.2398 


84TH CoNGRESS ! SENATE { Report 
2d Session No. 2375 


TRANSFERRING ADMINISTRATION OF PANAMA CANAL 
COMPANY TO THE SECRETARY OF COMMERCE 


June 27, 1956.—Ordered to be printed 


Mr. Magnuson, from the Committee on Interstate and Foreign 
Commerce, submitted the following 


REPORT 


[To accompany S. 2167] 


The Committee on Interstate and Foreign Commerce, to whom was 
referred the bill (S. 2167) to make certain changes in the adminis- 
tration of the Panama Canal Company, having considered the same, 
report favorably thereon, with an amendment in the nature of a 
substitute, and recommend that the bill as amended do pass. 


Purpose or THe BIL 


The primary purpose of S. 2167 is to transfer the administration of 
the Panama Canal Company, and its companion facility, the Canal 
Zone Government, from the Secretary of the Army, presently delegated 
by the President of the United States as “stockholder,” to the 
Secretary of Commerce. Of major importance, likewise, are the 
provisions that would make fundamental corrections in the financial 
structure of the canal enterprise. 

It would provide for reimbursement of the Canal Zone Govern- 
ment by other Government departments and agencies for the cost of 
providing certain functions; it would continue the present manage- 
ment structure of the Canal Company; it would provide for the self- 
sufficiency of activities required in connection with operation of the 
canal, to the extent practicable; and would establish a pricing formula 
for sales of goods and services to employees, a limitation on the 
accumulation of reserve funds, and a tolls setting procedure and tolls 
formula. The changes in existing law thus proposed would be made 
effective 90 days after enactment of the act. 
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2 TRANSFERRING ADMINISTRATION OF PANAMA CANAL COMPANY 


GENERAL OBSERVATIONS 


For years there has been controversy between the shipping industry 
and the Military Establishment over the administration of the 
Panama Canal. As an operation which, in peacetime, is mainly 
commercial in nature, it should be under a business, rather than a 
military operation, industry leaders have argued. And their conten- 
tion has been supported by both the General Accounting Office and 
the Bureau of the Budget. (Although Budget later revised its posi- 
tion, the reasons advanced for its original advocacy of transfer of 
responsibility to the Secretary of Commerce still are persuasive.) 

“Presumably,” as the report of the Commission on Organization 
of the Executive Branch of the Government so well put it (H. Doc. 
No. 125, 84th Cong., pp. 70-75), “the administrative organization of 
the zone * * * separates the military organization from the civil 
administration.” However, the reports of the commission on various 
Canal Zone commercial activities—the Panama Railroad, the steam- 
ship line, ete.—have all been included in the Commission’s reports 
on overall defense activities. 

General Seybold stated at the hearing that “the operation of the 
canal and the government of the Canal Zone are not dominated by 
the Army.” In answer to later questioning along this line he said: 


In the operating organization which supplements the man- 
agement of the company * * * the Governor President, the 
Vice President, the marine director and the engineering and 
construction director are the only military personnel who are 
in top-operating or staff management positions of the 


Panama Canal Company * * *. Out of the nearly 3,000 
United States citizen employees of the Panama Canal Com- 
pany, only 9 are military officers on detached duty. These 
include the 4 mentioned above, the 2 port captains and the 
industrial division chief and his assistant who are Navy 
officers, and the head of the power conversion project, an 
Army Officer. 


However, it would seem that these 9 men are the Company, with 
responsibility for every phase of canal operations. 

The nonmilitary interests in the Canal Zone, labor and citizen 
groups, as well as leaders of the shipping transiting the canal, are in 
complete agreement that the military influence so dominates all Canal 
Zone operations as to render meaningless any question of legal separa- 
tion. The relatively few naval vessels transiting the canal in the last 
few years emphasize the dominantly commercial nature of the canal 
operation. Moreover, the very provisions of law requiring control 
by the military in the event of war or emergency imply congressional 
and executive recognition and acceptance of the idea of a nonmilitary 
operation in peacetime. 

Thus, even though the Governor of the Canal Zone, and the United 
States Army commander in chief, Caribbean, have stated to the com- 
mittee that it is “fruitless” to attempt to decide whether the primary 
objective of the canal operation is military or commercial, the fact 
remains that the military is dominant, and that there is no com- 
mercial representation in the administration—no one to speak for the 
tolls payers, the shipping interests, in the setting of canal policies or 
canal tolls. 
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Despite contentions of military witnesses to the contrary, the com- 
mittee feel that the operation and administration of the canal is under 
military domination, and therefore, military control. We feel that 
such military domination and control is unwarranted and undesirable 
in peacetime. We feel it is contrary to the national transportation 

olicy, and inconsistent with United States traditions and the best 
interests of the facility itself, as well as of the shipping interests whose 
toll payments support it. 

The General Accounting Office audit reports have stressed this 
military dominance. In the report for the fiscal year 1954, page 7, 
the following statement appears: 


Phe Secretary of the Army has been designated by the 
President of the United States as sole — * of the Com- 
any. In this capacity, he appoints the members of the 
oard, except the Governor, and those appointed serve at his 
pleasure. 

Traditionally, the governors have been high ranking officers 
of the Corps of Engineers * * * and many of their subordi- 
nates, both in the Canal Zone Government and the Company, 
have been and continue to be officers of the armed services 
assigned by the military agencies for periods of 2, 3, or 4 years. 

Many members of the Board of Directors have been or are 
closely associated with the armed services. The attendance 
at the 15 board meetings held since the reorganization in July 
1951 ranged from 8 to 12 directors, and, except for 1 meeting, 
the majority of the directors were either officials, employees, 
or former officers of the Department of the Army. 


The staff memorandum of the Senate Committee on Government 
Operations, dated December 31, 1954, voiced strong protest against 
what it termed ‘unnecessary and unwarranted domination of the 
Secretary of the Army and the Military Establishment over the 
Panama Canal enterprise.” The memorandum points out that 40 
years have elapsed since completion of the canal construction, and 
that the Canal Zone is now in precisely the same position as other 
Territories and island possessions. Further it states that— 


Although the Military Establishment is still responsible for 
the defense of these areas, it has no responsibility either for 
their government or for the operation of commercial enter- 
prises. 


Similarly, critics of the present setup have been outspoken regarding 
failure of the Panama Canal Company to comply with what is gener- 
ally understood (except, they allege, by Canal Company policymakers) 
to have been the intent of Congress in enacting the act of September 26, 
—2* reorganizing the Panama Canal Agency and the Panama Rail- 
road. 

Port authorities in all sections have been active in their demands 
for revision of the tolls formula, and critical of the Company for 
failure to act. The American Association of Port Authorities, in a 
formal resolution declared that “attempts to adjust this (canal) toll 
by congressional enactment (Public Law 841, 81st Cong.) of a formula 
* * * have been frustrated by inaction ofthe * * * Company.” The 
North Atlantic Ports Association resolved that ‘‘the failure * * * to 
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4 TRANSFERRING ADMINISTRATION OF PANAMA CANAL COMPANY 


prescribe a toll rate in accordance with the intent and provisions of 
existing law” had resulted in toll rates exceeding those authorized by 
law. The Pacific Coast Committee on Panama Canal Tolls, in a 
formal resolution “recognizes the vital need for immediate corrective 
legislation to prevent cargoes moving through the canal from sub- 
sidizing nontransiting facilities.” 

Speaking for the North Atlantic ports from Maine to Virginia, 
Charles R. Seal testified: 


It appears that the intent of existing legislation, Public Law 
841, enacted in 1950, is not being carried out by the Panama 
Canal Company in respect of observance of the formula 
therein laid down for determining and establishing a toll fate 
for transiting the canal. The result of this failure is that 
ships and ship operators are being assessed an excessive toll 
rate, proceeds of which are being used to defray expenses and 
cover deficits of various business and governmental activities 
which are not connected with the operation and transiting of 
the canal. 


The General Accounting Office audit report for fiscal 1954, pages 4 
and 5, stated: 


* * * the net income from the canal activity is being 
used to offset losses from business activities * * *. Based 
on the financial results of the canal activity for the past 3 
gens, toll rates would have to be reduced substantially if 
earings were held at this time. 





EMPLOYMENT—UNITED STATES VERSUS PANAMANIAN 


Representatives of the Central Labor Council of the Canal Zone 
are concerned, understandably, about replacement of United States 
citizen employees by citizens of Panama for reasons of economy. In 
order to maintain what they feel is a reasonable proportion of United 
States-Panamanian employment, they recommend amendment of the 
act so as to require that at least 50 percent of all employees in certain 
skilled positions be citizens of the United States. 

J. Winter D. Collins, president of the United States Citizens 
Association, Canal Zone, in a statement to the committee, declared: 


We, as United States citizens, must accept the basic tenets 
of the treaty with the Republic of Panama. We do, how- 
ever, vigorously oppose any policy of administration which 
permits displacement of incumbent United States citizen 
employees with aliens at lower rates of pay while exempting 
the requirements of presently existing United States Civil 
Service standards of proficiency, specialized training, and 
their establishment as safe security risks. 


The committee concur wholeheartedly with the employees that there 
should be some definite administrative or statutory policy governing 
the ware of United States versus Panamanian employment at the 
canal. 

However, while the committee are definitely interested in preserving 
the employment status of American citizens one important considera- 
tion is apparent from the very nature of the canal. The committee 
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feel that there are certain positions at the canal which should be 
filled 100 percent by United States citizens, rather than 50 percent, as 
suggested by the canal labor spokesman. The security of the canal as 
an important defense-commercial facility; the skill and judgment 
required in certain posts; the general sensitivity of the canal from 
the standpoint of what the employee controls (lockmaster, for in- 
stance) ; the amount of supervision an employee has over others, and 
other similar yardsticks must dictate employment policy, whether it 
be set by statute or by administrative policy. Equal proportion 
of citizen employees could not, of itself, be a satisfactory solution. 

Safe and efficient operation of the canal, plus a fair policy to both 
United States and Panamanian employees, must govern at all times. 
It is suggested that the Company institute a job study and classifica- 
tion in line with the committee thinking here expressed, looking to 
the formulation of an employment ratio based on such criteria as the 
above. 

Secrion-By-SecTion ANALYSIS 


1. TRANSFER TO SUPERVISION OF SECRETARY OF COMMERCE 


The Panama Canal Zone enterprise as a whole has, since the 
effective date of its reorganization under Public Law No. 841 (July 
1, 1951), consisted of two separate entities; a Government agency, 
known as the Canal Zone Government and a Government corporation, 
known as the Panama Canal Company. The former handles govern- 
mental activities at the canal, such as customs, health, sanitation, law 
enforcement, education and others. The latter handles business 
functions, such as transit activities of the canal, and other business 
activities, railroad, steamship line, ship-repair facilities, and so forth. 

Neither this Government agency, nor this Government corporation 
is by statute placed within the jurisdiction of any of the departments 
of the Federal Government. 

The Canal Zone Government is placed under the supervision of the 
President, or such officer of the United States as may be designated 
by him, according to the terms of title 2, section 5 of the Canal Zone 
Code, which reads in part: 


SECTION 5. ESTABLISHMENT, ADMINISTRATION, AND FUNC- 
TIONS OF THE CANAL ZONE GOVERNMENT. The independent 
agency of the United States heretofore known as the Panama 
Canal shall hereafter (1) be known as the Canal Zone 
Government; (2) be administered under the supervision of 
the President, or such officer of the United States as may be 
designated by him, by a Governor of the Canal Zone. * * * 


By Executive Order No. 9746, as amended February 7, 1955, ‘“The 
Secretary of the Army is hereby designated * * * as the officer of 
the United States to supervise the administration of the Canal Zone 
Government. * * *” ‘The same order requires approval by the 
Secretary of the Army of the appointment by the Governor of the 
Lieutenant Governor. Similarly, the Panama Canal Company is 
under the supervision of the President by the terms of section 246, 
Canal Zone Code, which reads in part as follows: 


SECTION 246. INVESTMENT OF THE UNITED STATES. ; 
In its capacity as owner of the corporation, the United 
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6 TRANSFERRING ADMINISTRATION OF PANAMA CANAL COMPANY 


States shall be represented by the President of the United 
States or such officer of the United States as may be desig- 
nated by him, hereinafter referred to as the “stockholder.” 


By letter to the Secretary of the Army on June 29, 1948, and May 
30, 1952, the President designated the Secretary of the Army as the 
stockholder of the corporation under the above section of the act, 

The bill as reported, in section 1, would change present law so as 
to place the Canal Zone Government under the supervision of the 
Secretary of Commerce, rather than the President, although, as pro- 
vided in section 6 of the present law, appointive power as to the 
Governor would remain in the President. 

Section 2 provides that the Governor should also serve as the 
Administrator of the Panama Canal Company. 

Section 3 would make the Secretary of Commerce the Stockholder 
of the Corporation. 

Thus the proposed legislation would place both the Canal Zone 
Government and the Panama Canal Company under the supervision 
of the Secretary of Commerce; would provide that the Governor of 
the Canal Zone and the Administrator of the Panama Canal Company 
be one and the same person, and would retain in the President of the 
United States the authority to appoint this official, subject to Senate 
approval. 

Several witnesses commented on this fundamental change, including 
the President of the Panama Canal Company; commander in chief, 
Caribbean; the General Accounting Office; three representatives of 
the employees of the Canal Zone and representatives of the tolls- 


pa 

as evaluating the testimony of the various witnesses and the public 
policy question itself, the committee sought the origin of the present 
policy of military supervision. The evidence is that it originated in 
a letter dated May 9, 1904 (H. Doc. 460, 8ist Cong., p. 10) from 
President Theodore Roosevelt to the Secretary of War, requesting 
that the latter act as his representative in supervising the construction 
of the canal, as well as in the government of the zone. This letter 
reads, in part, as follows: 


(1) The War Department is the Department which has 
always supervised the construction of the great civil works 
for improving the rivers and harbors of the country and the 
extended military works of public defense; 

(2) The War Department has from time to time been 
charged with the supervision of the government of all of the 
island possessions of the United States, and continues to 
supervise the government of the Philippine Islands. 


Neither of these historic reasons is applicable today. 

First, the construction is completed, and any maintenance by the 
Army engineers under their basic responsibility for rivers and harbors 
could be carried on even though the canal were supervised by the 
Secretary of Commerce. 

Second, the supervision of the government of the islands and other 
possessions of the United States by the military is a thing of the 
past. The Philippine Islands, cited in President Roosevelt’s letter, 
passed from military to civilian supervision years before it became 
an independent nation, The Virgin Islands were transferred from 
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the Navy to the Department of the Interior in the 1930’s. Samoa 
was transferred from the Navy to the Department of the Interior in 
1951. It might be said that the Virgin Islands and Samoa no longer 
have major military importance, but certainly this cannot be said of 
Guam, one of our vital military bases. Guam was under naval ju- 
risdiction until 1950, when, following the act of Congress establishing 
a government of Guam, the island was, by Executive order, placed 
under the Department of the Interior. It has a civilian government 
now. 

Probably no more striking an example of civilian government in 
control of a militarily strategic area could be found than that pre- 
sented by Alaska. Our military authorities consider it the front line 
of defense today. Yet it has always been under civilian control, and 
there is no suggestion that there be any change. 

The basic act creating the Canal Zone seems to offer evidence that 
civilian supervision was intended during peacetime. Section 8 of 
title 2 of the Canal Zone Code, reads as follows: 


Army ConTROL IN Time or War or Waern War Is Immi- 
NENT. In time of war in which the United States is engaged, 
or when in the opinion of the President war is imminent, such 
officer of the Army as the President may designate shall, upon 
the order of the President, assume and have exclusive au- 
thority and jurisdiction over the operation of the Panama 
Canal and all its adjuncts, appendants, and appurtenances, 
including the entire control and government of the Canal 
Zone. During a continuance of such condition the Governor 
of the Canal Zone shall be subject to the order and direction 
of such officer of the Army in all respects and particulars as 
to the operation of the Canal and all duties, matters and 
transactions affecting the Canal Zone (August 24, 1912, sec. 

13, 37 Stat. 569 U. S. Code, title 48, sec. 1306). > 


The nature of the enterprise itself makes inescapable the conclusion 
that the canal is an important transportation facility of the United 
States. Tolls on commercial vessels for the fiscal year 1954, amounted 
to $33.3 million, whereas tolls on military, as w ell as nonmilitary 
veaselé of the United States amounted to only $ 3.8 million (table 3, 
p. 47, 1954 report of the Panama Canal Company). The preliminary 
report for 1955 shows $33.9 million in commercial tolls and only $1.9 
million military. 

The more recent history of attempts to improve overall organization 
of the executive branch of the Government offer evidence by w way of 
evaluation of the policy question involved. 

The March 1, 1949 report to Congress from the Commission on 
Organization of the Executive Branch of the Government, in its 
recommendation No. 1 states: 


The Commission recommends, therefore, that there be 
established in the Department of Commerce a grouping of all 
major nonregulatory transportation activities in the Federal 
Government. 


_ The Bureau of the Budget in its report to the President pursuant to 
its report No. 1304 of the 81st Congress (H. Doc. 460, 81st Cong.), 
pages 10 and 11, expresses the opinion that, “The Panama Canal 
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would clearly come under the Commission’s definition of a transpor- 
tation activity.” It then adds: 


Since the Secretary of Commerce is to be charged with the 
coordination of transportation policy, it would be an entirely 
logical step to transfer to him supervisory authority over the 
canal and its adjuncts. 


The basic act establishing a Department of Commerce confirms the 
Commission’s statement as to the Department’s responsibility in 
—* ortation. ‘Title 5, section 596, of the United States Code reads 
as follows: 


It shall be the province and duty of said Department to 
foster, promote, and develop the foreign and domestic com- 
merce, the mining, manufacturing, shipping, and fishery in- 
dustries, and the transportation facilities of the United 
States; and to this end it shall be vested with jurisdiction and 
control of the departments, bureaus, offices, and branches 
of the public service hereinafter specified, and with such 
other powers and duties as may be prescribed by law (Febru- 
ary 14, 1903, ch. 552. 3, 32 Stat. 826). 


Witnesses, who devoted some time to the subject before the com- 
mittee, included the steamship industry in the United States, as repre- 
sented by three major associations of American-flag carriers, which 
constitute approximately 30 percent of the tolls payers. They dele- 
gated Mr. James Sinclair, president of the Luckenbach Steamship 
Co., to deal with this subject. He cited recommendations of the 
Bureau of the Budget, the General Accounting Office, and the staff 
of the Government Operations Committee of the Senate, as having 
uniformly recommended civilian control. His testimony also pointed 
to the fact that Reorganization Plan No. 21 for reorganization of the 
executive branch of the Government, transferred the Maritime Ad- 
ministration to Commerce. The Civil Aeronautics Administration, 
the Bureau of Public Roads, the Weather Bureau, the Coast and Geo- 
detic Survey were also cited as organizations, within the Department 
of Commerce, providing services to transportation. 

A message from the President of the United States transmitting 
plan No. 21 to the Congress, declared it to be his purpose— 


to look to the Secretary of Commerce for leadership with 
respect to transportation problems and for the development 
of overall transportation policy within the executive 
branch.” 


Of importance to not only water carriers, who use the canal, but to 
the railroad system of the United States, which is interested in a fair 
and equitable tolls formula, is the following comment from the Bu- 
reau of the Budget Report to the President of January 1, 1931 (H. 
Doc. 460, 81st Cong., p. 11): 


At the policy level the programs of the Panama Canal and 
the Panama Railroad Company have their most significant 
impact in the transportation area. Actions taken by the 
canal may vitally affect not only world trade and shipping 
but also intercoastal trade and transcontinental railroads. 
The question of tolls rates, for example, raises important 
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issues which should be reviewed in the light of the objectives 
of national transportation policy. , Neither the Secretary of 
Defense nor the Secretary of the Army has at the present the 
departmental responsibility or the staff resources to deal 
adequately with policy issues of this character. Military 
staff channels are not and should not be used for this purpose. 
In the absence of other staff facilities, the Secretary of the 
Army has been compelled to rely almost exclusively on his 
administrative assistant, who has numerous other im- 
portant duties, and the Washington Office of the Panama 
Canal for assistance on Panama Canal matters. 


The General Accounting Office in testimony before the committee 
urges civilian control and even that one additional step be taken, that 
is, that the Canal Zone Government and Panama Cant Company 
be consolidated in a single independent agency. 

Various employee representatives of the canal, including the Opera- 
tions Director, Government Employees’ Council, AFL-CIO; the 
president of the United States Citizens’ Association at the canal; 
the legislative representative for the Central Labor Union and Metal 
Trades Council of the AFL-CIO at the Canal Zone, and the inter- 
national president, International Brotherhood of Electrical Workers, 
all recommend civilian control. The last mentioned of the employees’ 
representatives commented on the fact that top positions of the 
Canal Zone were held by military people. This point was recognized 
in the previously mentioned Bureau of the Budget report (p. 10), 
which mentioned that under the present system civilian employees 
may not aspire to a number of the top positions since they are histori- 
cally occupied by military people. 

The Canal Company, in response to a number of questions sub- 
mitted after the hearing, listed the nine key positions traditionally 
and at present held by military personnel as follows: President; 
Vice President; Marine Director; Engineering and Construction 
Director; port captain at Cristobal; port captain at Balboa; Chief, 
Industrial Division; Assistant to Chief, Industrial Division; and the 
head of the power-conversion project. 

The Bureau of the Budget report admitted that there may be 
advantages, as well as disadvantages in this policy, and stated that 
‘no hard and fast rule can be drawn”; but that— 


the best policy for the Panama Canal would be one which 
ermitted the selection of the most highly qualified personnel 
rom whatever source available—military or civilian. 


Alone among the witnesses opposing such transfer were the com- 
mander in chief, Caribbean Command, USA, who maintains his head- 
quarters in the Canal Zone; and the Governor of the Canal Zone, 
who, until his recent retirement from the Army, was a brigadier 
general of the Army engineers. Also opposing the transfer in a letter 
to the committee, though not appearing at the hearing, was the 
Secretary of the Army. 

The central theme of the opposition by the military representatives 
tothischange is thenational-defense importance ofthecanal. Thecom- 
mittee believes that this fact alone does not justify full military control 
in peacetime although, of course, it calls for close liaison, and certainly 
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full and complete military control in time of war. The examples 
already cited of Guam, Alaska, and others would seem to suffice 
with respect to the single point of national-defense importance. 

The Secretary of the Army raised a separate, but related, opinion 
in his letter of February 15, 1956, to the committee. He states: 


The present organization facilitates coordination of the 
affairs of the Panama Canal Company, the Canal Zone 
Government, and the Department of Defense agencies. Any 
differences of opinion on the part of the heads of these 
agencies in the area are settled, if necessary, by the statutory 
civilian official (Secretary of the Army) in whom is centered 
the necessary responsibility and authority concerning these 
activities. 


Actually this settlement of differences is provided for by Executive 
Order No. 10398 of September 26, 1952, which states: 


As between the commander in chief, Caribbean, and the 
Governor of the Canal Zone, the views of the former shall 
prevail with respect to determinations as to whether any 
aspect of the protection of the Canal Zone pertains to its 
military security, protection, and defense, as distinguished 
from the protection afforded by the civil authorities. Should 
the Governor of the Canal Zone disagree with any specific 
decision of the commander in chief, Caribbean, under this 
paragraph, the said Governor may, through the Secretary 
of the Army or through the Board of Directors of the Panama 
Canal Company, as may be appropriate, appeal such decision 
to the President. 


Under the present arrangement there is no exchange of military 
and civilian views at the Canal Zone since the commander in chief, 
Carribbean Command, and the Governor of the zone are both military 
people. 

There is no evidence that great numbers of such disagreements 
have been forwarded up through the Secretary of the Army, or that 
it was required to appeal them to the President. It would be a 
simple matter to change this Executive order and to substitute the 
Secretary of Commerce for the Secretary of the Army. In any event 
the final appeal rests with the President. 

In view of the predominant commercial function of the canal in 
peacetime; the already existing provision for resolution of differences 
through Executive order, easily susceptible to amendment; and the 
full and complete power of the President in title II, section 8 of the 
Canal Zone Code to place the canal under complete military control 
during war or imminence of war, the committee recommend favorably 
with respect to sections 1, 2, and 3 of the bill, which would transfer 
the supervision of the canal to the Secretary of Commerce. 

The committee also recommend that the President-Governor of the 
Company-Government be appointed for a term of 6 years. Past 
President-Governors have had but a 3-year period of service, resulting 
from the military practice of 3-year tours of duty. The canal is an 
$80 million-per-year utility. It is not possible to establish a salary 
in this Government post commensurate with top executive positions 
in comparable privately owned utilities, which would increase the 
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probability of attracting a seasoned business executive. It is hoped 
that the establishment of a definite term, of a reasonable period, over- 


lapping possible changes in administration, will offer some inducement ' 


in that direction. 


2. REIMBURSEMENT OF THE CANAL ZONE GOVERNMENT FOR COST OF 
PROVIDING CERTAIN FUNCTIONS 


Section 4 of the bill as reported would provide for reimbursement 
of the Canal Zone Government for certain functions, which it performs 
for the Republic of Panama and for other United States Government 
agencies, including the military; and for education supplied to children 
of certain Republic of Panama citizens not employed by the Canal 
Zone Government or the Canal Company. 

The proposed amendment to section 246 would require reimburse- 
ment of the Canal Zone Government for the following: 

(1) The providing of immigration and customs service for the 
Republic of Panama. 

(2) The service of other Government agencies performed by the 
Canal Zone Government. 

(3) That portion of the cost of Canal Zone Government and Panama 
Canal Company as is represented by use by the military. 

(4) The use of the Canal Zone schools by children of certain citizens 
of Panama, not employed by the Company or Government. 

Proponents of this amendment stated in their testimony that it has 
been suggested “by Government officials’ that this interagency 
reimbursement procedure would be preferable to what they describe 
as the tax “plow-back’” method presently in use in Guam, Puerto 
Rico, and the Virgin Islands. In the case of these areas, income or 
other taxes are remitted back to the local government for the expense 
of its operations. These provisions are in title 48, United States 
Code, sections 1421h, 1397, and 734, as set out below: 


Sec. 1421H. Duties AND TAXES TO CONSTITUTE FUND FOR 
BENEFIT OF GUAM 


All customs duties and Federal income taxes derived from 
Guam, the proceeds of all taxes collected under the internal- 
revenue laws of the United States on articles produced in 
Guam and transported to the United States, its Territories, 
or possessions, or consumed in Guam, and the proceeds of 
any other taxes which may be levied by the Congress on 
the inhabitants of Guam, and all quarantine, passport, 
immigration, and naturalization fees — in Guam shall 
be covered into the treasury of Guam and held in account for 
the government of Guam, and shall be expended for the 
benefit and government of Guam in accordance with the 
— budgets. (August 1, 1950, ch. 512, sec. 30, 64 Stat. 
392. 


Sec. 1397. Incomn-Tax Laws or UNtrep Srares In Fonce 


The income-tax laws in force in the United States of 
America and those which may hereafter be enacted shall be 
held to be likewise in force in the Virgin Islands of the 
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United States, except that the proceeds of such taxes shall 
be psid into the treasuries of said islands. (July 12, 1921, 
ch. 44, sec. 1, 142 Stat. 123.) 


Sec. 734. Unrrep States Laws EXTENDED TO PUERTO 
Rıco; INTERNAL Revenus RECEIPTS COVERED 
INTO TREASURY 


The statutory laws of the United States not locally inappli- 
cable, except as hereinbefore or hereinafter otherwise 
provided, shall have the same force and effect in Puerto Rico 
as in the United States, except the internal revenue laws other 
than those contained in the Philippine Trade Act of 1946; 
Provided, however, That after May 1, 1956, all taxes collected 
under the internal revenue laws of the United States on 
articles produced in Puerto Rico and transported to the 
United States, or consumed in the island shall be covered 
into the Treasury of Puerto Rico. (March 2, 1917, ch. 145, 
sec. 9, 39 Stat. 954; May 17, 1932, ch. 190, 47 Stat. 158; 
April 30, 1946, ch. 244, title V, sec. 513, 60 Stat. 158.) 


The origin, however, of this recommendation for reimbursement 
precedes any testimony before this committee. 

Following reorganization of the canal and the separation of govern- 
ment and business activities between the Canal Zone Government and 
the Panama Canal Company, the entire canal operation became sub- 
ject to an annual audit by the General Accounting Office. In its first 
audit report, covering the fiscal year ending June 30, 1952 (H. Doc. 
207, 83d Cong.), the GAO (Recommendation 8, p. 25), recommended— 


* * * that enabling legislation and appropriations of other 
Government agencies provide for reimbursement to the canal 
organization for tolls and the costs of other services rendered. 


The recommendation also states: 


The canal organization performs many services for the 
benefit of other Government agencies and their military and 
civilian personnel, without full reimbursement for the costs 
incurred. The cost. of these services may amount to $1 
million or more a year. They arise mainly through main- 
tenance and construction of streets and highways; main- 
tenance of defense facilities; the operation of a school sys- 
tem; a postal service; hospitals, and a police force. If the 
canal organization is to be on a sound self-sustaining basis, 
the other agencies should pay for these services. 


In its discussion of this subject, the same report (p. 8) points out 
that basic legislation and appropriation acts of other Government 
agencies operating in the Canal Zone do not provide for reimburse- 
ment to the canal organization for all services received by these 
agencies. Consequently it points out these costs are included: in the 
financial statement of the GAO report as “Operating costs” of the 
Company and of the Canal Zone Government. 

The GAO in its audit reports for the succeeding years 1953 and 
1954 repeats the same recommendation. In its 1954 report, page 23, 
it states that the Canal Zone Government— 
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would have recovered an estimated $2 million for 1954, and 
$6 million for the 3 years (1952-54) from the armed services 
if full charges could have been made during 1952, 1953, and 
1954 for the costs of hospitals, schools, police, postal, sani- 
tation, and health services. 


Similarly, the GAO, in its testimony before this committee, repeats 
the recommendations and cites sections 105 and 107 of the Civil 
Functions Appropriation Act of 1955 (Public Law 453, 83d Cong.) as 
precedents for such reimbursement through appropriations. Pertinent 
portions of those sections follow: 


Sec. 105. Hereafter appropriations of the Department of 
Defense available for medical care shall be available for the 
reimbursement of the Canal Zone Government for the cost of 
providing medical care for dependents of military personnel 
(to the extent that such care heretofore has been provided) 
in facilities operated by the Canal Zone Government. 

Src. 107. Section 105, Public Law 153, Eighty-third Con- 
gress, hereby amended to read as follows: 

“Sec. 105. Amounts expended by the Panama Canal Com- 
pany in maintaining defense facilities in standby condition for 
the Department of Defense hereafter shall, notwithstanding 
any other provisions of law, be fully reimbursable to the Pan- 
ama Canal Company by the Department of Defense. 
Amounts expended by the Canal Zone Government for fur- 
nishing education, and hospital and medical care to em- 
ployees of agencies of the United States and their dependents, 
other than the Panama Canal Company and Canal Zone 
Government, less amounts payable by such employees and 
their dependents hereafter shall, notwithstanding any other 
provision of law, be fully reimbursable to the Canal Zone 
Government by such agencies. The appropriation or fund 
of any such other agency bearing the cost of the compensa- 
tion of the employee concerned is hereby made available for 
such reimbursements.” 


Testimony by military representatives (Secretary of the Army; 
Commander in Chief, Caribbean Command, USA, and the Governor 
of the Canal Zone) uniformly and in similar language reject this 
proposal. 

The first two witnesses base their objection upon the fact that the 
civilian functions of government at the canal— 


have been regarded as a necessary concomitant to the opera- 
tion of the Panama Canal. 


From this, presumably, it is reasoned that the argument follows 
that the costs should be borne by the Canal Zone Government (and 
consequently, in large part by tolls, which must, under section 246 (e) 
of the Canal Zone Code, pay for the net costs of the government), 
because if it were not for the transit operations there would be no 
necessity for incurring expenses of the Canal Zone Government. 

The committee found some merit in this argument, but is unable to 
ignore the manner in which the same problem has been handled by 

/ongress in the case of Guam, Puerto Rico, and the Virgin Islands. 
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Employees at the canal presumably pay substantial amounts in 
income tax, estimated by witnesses at between 1 million and 3 million 
dollars annually. Canal employees are thus paying through income 
taxes for the services normally rendered by the Federal Government. 
. At the same time, under section 246 (e) of the code, tolls are paying 
for the same services, even though other Government agencies, such 
as the Narcotics Bureau, FBI, Bureau of Prisons, Post Office, and 
others are not present in the zone. It seems of little consequence 
who performs these services. The fact is that they are performed 
and that without a provision for income tax “‘plow-back”’ or for reim- 
bursement, they are paid for twice. The committee has considered 
the income tax “plow-back”’ alternative and rejected it since, unlike 
the island territories, already covered by statute, there is no repre- 
sentative local government in the Canal Zone. The committee feels 
that such local government may properly be instituted at the zone at 
some time in the future, but that until it is, and as long as the admin- 
istration of the zone continues as it is, the income tax “plow-back”’ 
device is not properly applicable. 

The Governor of the Canal Zone in support of his objection points 
out that all government activities are vested by law in the Canal 
Zone Government itself. This is true, but does not go to the basic 
question involved. The mere fact that Congress has decreed that 
other Government agencies should not establish offices in the zone, 
and that the work of the Narcotics Bureau, the FBI, Bureau of 
Prisons, and others should be handled by the Canal Zone Government, 
does not bear on the question of how these expenses should be borne. 

The representative of the Central Labor Union at the canal cau- 
tioned against undue reimbursement procedures to recover what he 
termed “negligible” amounts. The GAO audit reports seem to indi- 
cate clearly that substantial amounts are involved. 

Two of the items for which reimbursement is sought have to do with 
the Republic of Panama or its citizens. The Canal Zone Government, 
according to testimony offered, provides immigration and customs 
services at ocean ports in the zone with respect to cargoes and indi- 
viduals arriving in the zone, but destined for transit through the 
United States territory into the Republic itself. The steamship 
industry representative cited a $393,000 immigration and customs 
cost for 1954, which he was unable to, divide between services per- 
formed for the zone itself, and for the Republic. 

The Governor of the Canal Zone stated that the merits of treating 
such costs as external to the canal enterprise are negligible. 

The committee is aware of the necessity of maintenance of satis- 
factory relations with the Republic of Panama, but is not convinced 
that this dictates that services should be provided free to the Republic 
of Panama. 

Finally, the bill as reported would require that citizens of the 
Republic of Panama, whose children attend the zone’s schools, should 
be billed on a full cost basis in the form of tuition, unless the parent is 
employed by the zone government or the Canal Company and resides 
in the zone. The committee believes that there ould be equality of 
treatment with respect to education. Where the American citizen 
works in the zone and resides there at the convenience of the canal, 
education should be provided free, as part of the expense of the canal. 
Similarly, where a Panamanian works and resides in the zone, his 
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children should be furnished with free education. However, to extend 
this privilege of free, or partially free education, to others in the 
Republic of Panama is both an unwarranted subsidy and a discrimina- 
tion against all others in the Republic. 

It is difficult to see how relations with this Republic can be improved 
by selecting a certain privileged few of its citizens for free or near-free 
education and rejecting all others. Employment and residence in the 
zone for the convenience of the canal is a valid criterion for discrimi- 
nation. Beyond that, however, discrimination would seem to have a 
derogatory effect upon relations with Panama. 

Finally, the committee observed that the GAO, while wholeheartedly 
supporting the proposal for reimbursement of the Canal Zone Govern- 
ment for the work of other agencies, went one step further and recom- 
mended that that portion of section 412 (c) of the code should be 
repealed, which provides that Government ships may either be 
required to pay tolls, or, in the alternative, that the Canal Company 
may be credited as if tolls had been received. The reasoning of the 
GAO is that unless there is an unqualified requirement that all agencies 
pay for transit service and other services, then costs cannot, in all 
cases, be verified or properly allocated to the pertinent agency through 
appropriation by the Congress. 

The committee agree that unless appropriations for the various 
agencies involved include anounts for reimburseing the Canal Zone 
Government, the distribution of government costs is not accurate. 
This committee, however, does not have appropriations within its 
province and thus would not recommend eliminating this crediting 
provision. 

The committee added the words “or by other departments or agen- 
cies of the Federal Government”, to permit employees of the Federal 
court and a few other non-Canal Zone Government or Canal Company 
people to continue to exercise their present privilege of making pur- 
chases in the commissaries. 

In proposing reimbursement of the Canal Zone Government by 
other — agencies for the cost of activities normally provided by 
the latter, the committee would make it clear that actual reimburse- 
ment is meant, and that this is deemed much more desirable than 
having the several Government agencies involved set up their own 
field offices in the zone. What is sought here is maximum economy 
consistent with the providing of — Government services. 
The establishment of separate field offices would inevitably lead to 
higher overall Government costs, and possible displacement of present 
personnel of long service. 


8. SELF-SUFFICIENCY OF CANAL ENTERPRISES 


Section 5 of the bill as reported would specify vessel transit as the 
“major objective” of the canal. It would enumerate some of those 
activities in which the Canal Company is authorized to engage that 
are used in actual transit, i. e., “the Panama Canal, including the locks, 
channels, towing facilities, and other facilities used in actual transit.” 
It would then authorize the conduct of certain other activities ‘not 
used in actual transit”, without naming such, but requiring that they 
be operated in such manner as to be self-supporting, according to a 
—— which would recover costs of operation, to the extent prac- 
ticable, 
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Section 6, in listing the powers of the Corporation would limit them 
to the provisions of section 5, discussed above, and thus in effect to 
the conduct of such activities as are used in actual transit, plus those 
not used in direct transit, though required to accomplish the transit 
objective. But in the bill as 2 proposed the latter would be 
authorized only when they can be self-supporting. 

That several activities other than “the Case Canal, including the 
locks, channels, towing faci.ities, and other facilities used in actual 
transit” are necessary, seems self-evident. There was submitted for 
the record a number of so-called “business activities’? which presum- 
ably would fall into the “‘indirect” rather than ‘‘direct transit’’ cate- 
gory. They are marine terminals, vessel repair, hotels, railroad, motor 
transport, steamship line, power, telephone, water and others. While 
it is understood that the railroad has been classified as unnecessary by 
both the Canal Company and the Department of Defense, and there 
have been suggestions as to reducing the operation of the steamship 
line, there is no doubt whatsoever that the canal enterprise must have 
telephone communications, power, water and certain other activities 
included in this “business activities” list. 

Satisfied that at least some of these so-called indirect activities are 
necessary, the only remaining question for the committee was whether 
or not they can all be conducted on a self-supporting basis. ‘The 
General Accounting Office states unequivocally that they cannot. 
The Company makes a statement to the same effect. The problem 
then confronting the committee was the likely result in the event that, 
regardless of the degree of effort on the part of the Company, one or 
more of the indirect activities showed a loss at the end of the year. 
Should that activity be closed down? It might very well be power, or 
telephone, or water. In such an event the management of the Com- 
pany would be placed in an impossible position. The committee were 
unable to assent to creating such a situation. 

The committee do feel, however, that the Canal Company and 
Government must be limited in their activities strictly to those func- 
tions which are required in order to keep the transit function going. 
They also believe that the indirect activities should be geared basically 
to the needs of the transit function, and not to what possible outside 
activities they might service. It is, of course, plain that economy 
would not be served if the armed services in the area were to duplicate 
facilities such as power and telephone and water. In such case, the 
very use by the military reduces the overhead to the canal and is in 
fact a benefit. This is a field in which the committee are of the 
opinion that it is impossible to legislate with such a degree of fineness 
as was first sought. The Company must be given some discretion. 
The committee desire to make it plain, however, that when any 
business activity serves an outside agency, the service should be billed 
at the actual full cost as set out in the cost formula in the bill as 
reported. 

The GAO urged amendment so as to require that certain business 
activity losses be charged to tolls. ‘This is the same basic point made 
by the Canal Company, i. e., that if a rigid self-support requirement 
is placed upon an activity that cannot possibly pay its way, and yet 
cannot be closed up if vessels are to transit the canal, then the con- 
tinued operation of the activity at a loss would mean that the general 
tax fund would have to absorb the loss, and the operation would be 
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subsidized. The “to the extent practicable’ amendment avoids this 
possibility. 

In providing this escape, however, the committee are not implying 
any relaxation of their view that all necessary nontransit activities 
should be geared solely to the needs of the transit function, and not 
operated with an eye to competing in the commercial field they find 
themselves in. For better information on the possibility of reducing 
such losses, the committee asked the Company what percentage of 
revenues of these outside activities come from sources other than the 
Canal Company. In its reply the Company advised that those outside 
(and to a large extent commercial) sources provided 87 percent of 
marine terminal revenues and 61 percent of vessel repair revenues. 
The committee would not dictate that the Company “price itself 
out of the market.” Neither can terminal or shipyard rates be con- 
doned that are designed primarily to bring outside business, which 
means competing with ii o a in the United States. 

However, some of the apparent difficulty disappears when examined 
as applied to individual activities. Marine terminals are an example. 
The committee understands that cargoes handled in these facilities 
other than Company cargoes are destined to or from Panama or are 
in transshipment. it is difficult to see why adjustments cannot be 


made in marine terminal charges to eliminate the losses. The only 
limitation on the rate would seem to be that point at which particular 
commodities or services would not be in demand. The committee’s 
intent is that price adjustments are to be used to eliminate insofar as 
possible the overall losses from all the business activities. Cargoes 
— through the canal must not subsidize cargoes to Panama and 


or transshipment by picking up, in the toll rate, the loss in handling 

such latter cargoes at Canal Zone terminals. Domestic and foreign 

—— of the United States should not be required to assume this 
urden. 

Ship repair activities present another seeming opportunity to elimi- 
nate losses. In the April 5 letter to the Company, the committee 
asked whether the Company repairs its own 3 vessels at its canal yard 
and if not whether it would ki more feasible to transfer the yard to the 
Navy and contract with the latter to repair company barges end 
dredges. The Company revealed that it repairs at Panama only in 
the case of “those repairs which can be accomplished in the amount of 
turnaround time available and for which the price is competitive with 
those in the United States.” The committee can only conclude that 
the annual drydocking and other major repairs are done in the States 
because it’s cheaper to do them there. 

The 1954 audit report of the General Accounting Office states that 
the major business activities of the Canal Company have consistently 
lost money: Marine terminals, $930,000 over a 3-year period; the 
steamship line, $960,000; and vessel repairs $840,000 during the seme 
period. Total] business losses for the period were shown to have been 
$14,800,000. 

The committee is of the very definite opinion that the canel 
management should take a long look at all these operations, vith 
a viov to eliminating or drastically revamping some of them. "Trasfer 
of tho repair yard to the United States Navy would not s20m to be 
ous of reason, so long as commercial vessels could continue to use 
them in emergencies. The steamship line should be studied with 
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a view to reducing the number of vessels and making the terminal 
New Orleans, as recommended by the Business Organization Task 
Force of the Commission on Organization of the Executive Branch 
of the Government, or arranging for its operation by a private line 
as agent for the Canal Company, as has —* proposed. 


The report of the task force cited above is as follows: 


CONCLUSIONS AND RECOMMENDATIONS OF THE SUB- 
COMMITTEE ON TRANSPORTATION OF THE COMMITTEE 
ON BUSINESS ORGANIZATION FOR THE DEPARTMENT 
OF DEFENSE, COMMISSION ON ORGANIZATION OF THE 
EXECUTIVE BRANCH OF THE GOVERNMENT, MARCH 

1955, PAGES 351-352 













Panama Steamship Line 








Conelusions.—1. There does not appear to be any com- 
pelling reason justifying the continued operation of the 
steamship line. 

2. If there is some justification for continuing the line’s 
operation for reasons not available to the committee, it 
would seem desirable to use New Orleans, discontinue 
service to Port au Prince, and run a 1-boat operation between 
Cristobal and New Orleans on such schedules as 1 vessel 
ean economically cover. 

3. The line is in direct competition with privately operated 
steamship lines running an American-flag service and with 
private American airlines. 

4. If there is justification for the continued operation of 
the line, there would seem to be justification for a critical 
study of the quantity of shore personnel, the high cost of 
special contracts, money being spent for watchman service, 
the need for a pier the size of pier 64 at New York, and the 
utilization of office space at New York. 

5. A detailed analysis of procurement practices would 
seem to be indicated, regardless of whether or not the 
steamship line is continued. 

Recommendation.—That the steamship line be discontinued j 
and its assets disposed of to the best advantage of the 4 
United States Government. 




























4. PRICING FORMULA FOR SALES OF GOODS AND SERVICES TO EMPLOYEES 





The final proviso of section 5 of the bill as reported would establish 
a pricing formula for the sales of goods and services to employees at 
the canal on the basis of the Bureau of Labor Statistics’ commodity 
price index. 

The United States employee at the zone constitutes to some degree 
a captive market. While there are other than Company stores in 
Panama, available to canal employees, the canal employee naturally 
fills most of his needs at the Company commissaries since those stores 
attempt to supply him with a full line of United States goods. Because 
the employee is a captive market, it is obvious that there should be 
some equitable procedure for fixing prices of goods, as well as of the 
rent which he pays for the Company-owned housing which he occupies. 
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Also, as testified by one of the steamship industry witnesses, it is 
clear that the employee should not be penalized for residing at the 
Canal Zone at the convenience of his employer. He is paid a salar 
based on stateside standards, plus a statutory 25-percent differential, 
which is, by the terms of the statute creating it, a “Territorial” rather 
than “cost of living’ increase. That is, it is an increment because 
the employee is required to live in this tropical area, completely 
isolated from the United States community. Thus, the differential 
is not to be considered in determining how he fares economically as 
compared with his stateside equivalent. American industrial manage- 
ment practice generally is not to charge the employee whom it must 
provision abroad with the full cost of transportation and handling 
of goods to distant lands. The same policy should prevail at the 
canal. And obviously the best method of determining what the price 
Index should be is to use that which has been developed by the 
Bureau of Labor Statistics, and which has now achieved universal 
acceptance, even to the point of automatically adjusting wage scales 
during the term of collective-bargaining contracts between employees 
and the largest manufacturing corporation in the United States. 

All of the witnesses, save one, agreed with this principle as sound. 
Counsel for the United Citizens Association rejected the proposal 
and offered instead language which would require a cost formula 
based on “direct cost only.” This does not seem to accomplish the 
objective sought, i. e., to place the employee at the canal on the same 
economic basis, as far as possible, as his colleague in the United States. 
It cannot be accomplished by first adjusting elements of cost in ac- 
quisition and distribution, but must be met by first determining how 
the employee spends his money at the canal and how his fellow worker 
in the United States does. Thereafter, prices must be adjusted up 
or down as might be required, not, as counsel for the United States 
Citizens Association suggests, on the basis of cost elements in the 
acquisition and distribution, but on the basis of what prices must 
actually be to give the canal employee equality. 

It is apparent, of course, that the establishment of the BLS pricing 
formula for the furnishing of goods and services to employees exempts 
those goods and services from the self-support formula imposed on 
the furnishing of goods and services to commercial interests and other 
Government agencies. Food sold to employees in commissaries, 
housing provided to them, their telephone, light, water and other 
utilities, and in fact all of the necessities of life to the extent they are 
supplied by the Company/Government would be exempted from the 
self-support formula, since the price of all of those items would be 
determined by the Bureau of Din Statistics survey and subsequent 
action by the Company/Government. 

It should be observed also that the BLS pricing formula has the 
result of freeing employees from paying part of their employer’s 
(U. S. Government) share of fringe benefits. Commissary prices are 
now understood to include a factor to cover part of the United States 
Government contribution to the retirement fund. This amounts, 
according to J. W. D. Collins, president, United States Citizens 
Association, to the employee paying not only his own share of retire- 
ment but part of that of his employer also. Establishing prices at 
the BLS level will, of course, eliminate this. 
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The BLS Consumer Price Index recommendation is not new, but 
was first offered to the Congress by the General Accounting Office 
in its audit report for the fiscal year 1953. The purpose of the pro- 
posal is well expressed in the 1954 audit report of GAO as follows: 


We suggested (in 1953 audit) as one of the basic principles 
that prices, other than tolls, be established at levels in effect 
in cities in the United States * * *. We did not propose 
that prices be set on individual items, but, rather, on cost- 
of-living indexes prepared by the Bureau of Labor Statistics. 
The purpose of the suggestion was to relate the pricing 
policy to salary and wage levels of Canal Zone employees, 
which are set at present to correspond to those paid Federal 
employees and others in the United States, plus a 25 percent 
incentive differential for employment in the Canal Zone. 


In the bill as reported, the benefits of the Bureau of Labor Sta- 
tistics index pricing are extended not only to Federal employees but 
also to other authorized inhabitants in the Canal Zone. This was 
done so as not to place upon the Company/Government the unreason- 
able burden of establishing a separate price schedule for purchases 
in commissaries, etc., by the relatively few people in addition to 
Company/Government employees now enjoying commissary privi- 
leges. Specifically it is provided also that an overall equivalent cost 
of living is being sought for the zone, rather than a system of identical 
item by item pricing. 

Finally, it is provided that the Bureau of Labor Statistics be reim- 
bursed for the cost of the surveys, and funds are authorized for that 
purpose. 

5. LIMITATION OF RESERVE FUND 


Section 7 of the bill as originally proposed would amend section 
253 of the code so as to require the Company to pay annually into 
the Treasury of the United States all amounts in excess of funds 
needed for— 


necessary working capital requirements, together with rea- 
sonable foreseeable requirements for authorized plant re- 
placement and expansion for not more than 1 fiscal year 
following such appraisal * * * 


Such payment would reduce the amount of the Government’s in- 
vestment in the canal enterprise and proportionately the amount of 
interest which must be levied annually against tolls. The significance 
of orderly reduction of the interest burden is illustrated by the 1954 
annual statement of income, page 47, which shows a total gross revenue 
of $86.3 million, with interest charges of slightly over 10 percent, or 
$8.8 million. 

Again, this suggestion originated in previous audit reports of the 
GAO, and has been the subject of recommendation to the Congress 
repeatedly by that agency. 

The committee noted and considered carefully the bases for the 
Company’s objection to this amendment. ‘They were as follows: 

1. That the Company would be required to resort to annual ap- 
propriations to cover capital programs requiring expenditures in ex- 
cess of the limited earnings permitted to be retained in the prior year. 
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2. That the Company would be seriously deprived of desirable 
flexibility without offsetting advantage. 

3. That the amendment would effect a return to the spending 
agency type of organization as it was prior to July 1, 1951. 

Examination of the Code reveals that the Company has the follow- 
ing access to funds, over and above current operating income: 

1. For capital improvements—access to appropriations from the 
Congress, to be repaid with interest (sec. 246b). 

2. For capital improvements, emergencies, losses, or for any 
authorized purposes of the corporation—access to a $10 million 
“emergency fund.” Fund is property of Canal Company and is 
retained in the Treasury of the United States. Borrowings would 
be interest free, since the fund is property of the Canal Company 
(sec. 254). 

3. For losses—access to appropriations of the Congress to cover 
losses, any such funds so used to be repaid with interest (sec. 255). 

Examination of annual reports of the Company indicates that in 
recent years the Company has accomplished or is accomplishing re- 
moval of Contractors’ Hill and converting the electrical system over 
from the 25-cycle system, with which the Canal was originally equip- 
ped. The Contractors’ Hill removal amounted to some $5 millions 
in expenditure and the electrical conversion is estimated to cost 
upwards of $20 millions. 

Following the hearing, in response to the committee’s letter dated 
April 5, the Company commented further on whether it has had to 
resort to any of the above sources of funds since incorporation in 1951; 
the extent of required capital expenditures since that time; the source 
of funds used for such capital outlays; and the relationship of total 
capital outlays to net operating income. 

The Company’s comments on the subject were as follows, in part: 


The operating income of the Company during its first 4 
years of operation, after recovery of direct operating costs, 
including depreciation, but before paying fixed charges to 
the Treasury, amounted to $89.4 millions. Payments to the 
Treasury during that period, excluding a $10 million capital 
repayment (liquidating dividend, 1954), amounted to $75.8 
million, leaving a net operating income for the period of $13.6 
million. Since capital expenditures during the 4-year period 
totaled over $27 million, they could not have been wholly 
financed from operating income. Financing was possible 
because the Company had retained cash from operations of 
its predecessor organization, and because expenses given 
effect in the determination of net income included deprecia- 
tion charges and other nonfund transactions, which involved 
no expenditure of funds * * *. 


The committee have no desire to restirct unreasonably Canal 
management by arbitrary requirements for remittance of net operating 
income to the Treasury at the end of each fiscal year, particularly if 
such remittances would merely result in asking for additional appro- 
priations in the year immediately following; or in depletion of the 
emergency fund provided for in section 254. 

Consideration has been given to the 2 recommendations by the 
General Accounting Office that the $10 million emergency fund be 
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eliminated on the one hand, and that a contingency reserve be set 
up on the other. In view of all the circumstances, the committee 
decided that the Company should be permitted to retain anticipated 
“plant replacement and expansion” funds for not more than 2 fiscal 
years following the appraisal, and that the emergency fund in section 
254 should be reduced to $5 million. 

In the bill as reported, therefore, provision is made for the 2-year 
retention of funds, and for reduction of the emergency fund to $5 
million. 

The committee considered the Corporation’s additional objection 
to the limitation on retained income, that it would go beyond the 
intent of section 104 of the Government Corporation Control Act, 
which provides that that act shall not be construed to limit contracts 
or commitments of Government corporations to 1 fiscal year. The 
amendments mentioned above, permitting retention of income for 2 
fiscal years’ capital needs, plus retention of $5 million of the present 
$10 million reserve fund, answer that objection. The so-called 
“emergency” fund may by section 254 be used for such emergencies 
and also for any “authorized purpose of the corporation.” 






























6. TOLLS SETTING PROCEDURE 






Section 9 of the bill as reported would make two major changes in 
the procedure for determining tolls: 





It would require that hearings on tolls be conducted in accord- 
ance with the Administrative Procedure Act; and 

It would make tolls decisions subject to review in Federal 
courts. 


Management of the Panama Canal Company recommends against 
this amendment, on the following grounds: 

1. Application of the Administrative Procedure Act and court 
review to the canal situation is inappropriate, since in this case the 
provider of the transportation service is the Government itself, in 
contrast to usual regulation by administrative bodies where the 
Government regulates a privately owned carrier. 

2. There is no adjudication involved and no quasi-judicial function 
appropriate for judicial review. 

3. The fixing of a toll at the canal is not significantly different from 
fixing the price for other goods and services sold by other Government 
agencies. 

The committee were unable to agree with any of these conclusions. 

Because the provider of the service in this case happens to be a 
Government corporation does not of itself render inappropriate the 
establishment of a formal procedure and court review with respect to 
tolls setting. The philosophy of our Government is that government 
is to engage in a business activity only when necessary in the common 
good and where it cannot be supplied by private means. When it 
does engage in such an activity, it should not obtain special immunities 
from regulation usually imposed upon a utility-type operation dedi- 
cated to the public service. To provide such immunity would operate 
against the philosophy mentioned above, since it would permit Govern- 
ment operation of utilities to escape the public view provided by such 
devices as hearings under the Administrative Procedure Act and 
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court review of decisions. The United States Government has 
operated steamship lines, barge lines and railroads in the past and 
when it did so, subjected itself in the field of that operation at least 
to all of the regulatory provisions of Federal laws relating to the 
industry it was in. 

The Company’s contention that there is no adjudication involved 
and no quasi-judicial action appropriate for court review seems to be 
somewhat wide of the question, if it is understood properly by the 
committee. If, as it appears, the contention is that the amendment 
is inappropriate because there is no procedure by which a formal 
conclusion is reached, then the reply simply is that as soon as Con- 
gress acts, and provides the missing elements in that procedure, the 
defect will be cured. 

The Company’s final contention is that fixing the toll rate at the 
Canal does not differ significantly from the act of any other Govern- 
ment agency fixing a price for goods or services that it sells. 

If by this the Company means that the mere mechanical process of 
arriving at a toll after examination of the various cost factors does 
not differ widely from that same action in the case of other agencies, 
the committee agrees. But if that is the meaning to be attached to 
the comment, then it is of no probative value in arriving at a decision. 

This is because public regulation of utilities, including transporta- 
tion, does not concern itself primarily with the mechanical procedure 
of price-setting. Regulation exists because the public interest is 
affected by the result of such mechanical process. If the Company 
means that the result at the canal is no different than the result 
when a Government agency sells an ordinary commodity, then the 
committee must definitely take issue. 

To say that there would be no significant difference between the 
Government setting prices on autos or jewelry that it might manu- 
facture, to suggest an unrealistic —— or on issuance of a wild- 
fowl propagation license, to suggest one more in the realm of reality— 
and the Government setting a rate for a toll at the Panama Canal 
is to deny the very reason for the existence of this committee, of the 
Interstate Commerce Commission, Federal Communications Com- 
mission, Federal Maritime Board, and others. We do not have a 
governmental agency setting prices on autos or jewelry in peacetime. 
But we do have agencies with either rate-setting powers or at least 
powers of review and vacation in the field of transportation, because 
transportation is so linked with the public interest; because to pro- 
vide stability, certain exemptions are granted transportation from 
the antitrust laws, and because competition is necessarily curtailed 
to some extent in the field. 

Rather decisive, the committee believes, is the fact that this entire 
question was reviewed by Mr. Henry P. Chandler, Director, Admin- 
istrative Office, United States Courts, who communicated with the 
committee twice on the subject. He examined procedural laws in- 
volved, had the benefit of comment from both the Company and the 
tolls payers, and reviewed the matter with Chief Justice Clark of the 
second circuit. Justice Clark informed Mr. Chandler, who in turn 
informed the committee, that the court and Mr. Chandler’s office 
have no objection to this portion of the legislation and believe that 
the question of an appeal procedure is one for the Congress to deter- 
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mine. This was communicated to the committee by Mr. Chandler 
in a letter dated May 28, 1956. 


7. TOLLS FORMULA 


Section 10 of the bill would make one significant change in the tolls 
formula. 

As it now reads, the code requires that tolls shall be required to pay 
for an “appropriate share’ of the cost of operating the Canal Zone 
Government, and that this “appropriate share” shall be arrived at 
by a process in which ‘substantial weight shall be given” to the ratio 
of tolls revenue on the one hand, and all other revenues on the other. 
There are certain other revenues disallowed in the formula, such as 
transactions within Company, etc. Thus, under that formula, if tolls 
were 50 percent of total income and other revenues were 50 percent, 
then tolls and other revenues would appear to be required to share 
the Government cost equally. 

But in applying the formula, the Company has not used the propor- 
tionate revenue factor solely in arriving at a division of the cosis of 
the Zone Government, It does not interpret section 412 (b) of the 
code as requiring that proportionate revenues be the sole factor in 
dividing Zone Government costs. In this the committee must agree. 
In describing that portion of costs of the Canal Zone Government to 
be borne by tolls, the code uses only the word ‘‘appropriate,”’ which 
by itself clearly leaves to the discretion of the Company the precise 
portion to be determined. The only standard that is given to the 
Company by the code is the language immediately following this 
grant of discretion, i. e., “In the determination of such appropriate 
share, substantial weight shall be given to the ratio of” tolls revenue 
to other revenues. While that language clearly requires the Company 
to use proportionate revenues as one measure, it is equally clear that 
the requirement. that “substantial weight” be given to this factor does 
not require that the Company use that factor exclusively. 

The question before the committee then is whether the code should 
be changed so as to make this the sole measure. In objecting to such 
proposal, the Company states that the facilties in question are neces- 
sary to the continued operation of the canal itself; that assessing cor- 
porate charges against them, including a proportionate share of the 
cost of the Canal Zone Government, would throw such activities into 
a loss category, and that this would result in passing such losses onto 
the general tax load, rather than to tolls. 

Assuming continued operation as at present, without further econo- 
mies or without increasing charges made to outside agencies for such 
services, the committee must agree with the first two of the Company’s 
contentions. No showing was made, however, that there could not be 
adjustments in charges made by terminals, power, telephone, water 
and other facilities which enjoy revenue other than from the transit 
activity. Nor was there any showing by the Company that it could 
not reduce certain operations, such as the steamship line, so as to reduce 
losses. 

The committee do not feel that the requirement is unreasonable. 
Neither do they agree with the Company’s third conclusion that the 
losses would be passed on to the taxpayer. 
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The question has been raised as to whether, with other Government 
agencies being required to reimburse the Company-Government for 
services —— by the latter normally performed by the former; 
and with the BLS formula being established, the Company-Govern- 
ment—would not be getting back a portion of the cost of the Canal 
Zone Government costs twice, if in the tolls formula business activi- 
ties were also required to pay a portion of those Canal Zone Govern- 
ment costs. The answer is “No.” The reimbursement by other 
Government agencies is merely in lieu of personal income taxes paid 
by canal employees. BLS also provides some small substitute for 
personal taxes. At no place in the bill is there a provision in lieu of 
taxes which would be paid if the railroad, steamship line, terminal, 
etc., were private business organizations. The terminals provide 87 
percent of their services to outside commercial interests. If the termi- 
nal is not required to pay its share of the Canal Zone Government 
costs, then the recipients of those services are being subsidized by tolls, 
to the extent that taxes are absent from the rate the terminal fixes for 
its services. 

The committee declined to insert the word ‘‘directly,” since to do so 
would be to legislate on the key words that are now the subject of 
litigation between the Company and tolls payers. 


OTHER RECOMMENDATIONS 


The General Accounting Office in its letter to the committee on 
August 1, 1955, and in its testimony on March 17, 1956, makes the 
following additional recommendations: 

1. That the tolls formula be amended so as to require that interest 
be paid into the Treasury annually on the investment of the Govern- 
ment in the assets of the Canal Zone Government. 

2. That tolls be obligated to assume the additional $1.5 million in 
annual annuity to the Republic of Panama, agreed to in the January 
1955 treaty between the United States and Panama, and ratified by 
the Senate. 

3. That the code be amended so as to clearly require that the Com- 
pany, and thus tolls, shall absorb any business losses on activities not 
directly connected with transit. 

4. That in addition to depreciation now being paid into the United 
States Treasury on depreciable assets of the Canal Company, the 
Company be required to pay depreciation on the so-called non- 
depreciable assets, i. e., the nonwasting assets such as lands. excava- 
tions, channels, harbors, spillways, etc. 

5. That the Canal Company and Zone Government be changed over 
again into a single ageacy. 

6. That the Canal Zone Postal Service be transferred over to the 
Post Office Department of the United States. 

7. That pay differential provisions and leave privileges for canal 
employees be changed so as to be consistent with those of other 
Government employees. 

8. That the tolls formula be amended so as to require that interest 
shall be paid on interest during construction. 

9. That there be a requirement in the tolls formula for amortizing 
the net direct investment of the Government in the Panama Canal 
Company. 
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1. INTEREST ON INVESTMENT IN CANAL ZONE GOVERNMENT 









The committee did not agree with this suggestion. There are no 
local tax revenues. The operating costs of the Canal Zone Govern- 
ment are reimbursed to the United States Treasury out of tolls and 
other revenues. Since no Federal income taxes collected from zone 
employees are reverted back to the Canal Zone Government by the 
Federal Government as is true in the case of Guam, and the Virgin 
Islands, and since there are many services supplied in the continental 
United States not supplied in the zone, the committee did not feel 
that the interest of the United States Government suffers without this 
assessment of interest. 












2. $1.5 MILLION ADDITIONAL ANNUITY 










The committee were impressed with the fact that the terms of the 
initial treaty by which the United States acquired the zone lands was 
for all intents and purposes a final sale. To now adjust the obligation 
of the canal enterprise itself, without some additional consideration 
moving to the canal from the new treaty, would impliedly admit that 
the United States did not receive a clear title to the zone in the 1903 
treaty. Neither testimony of the witnesses nor the terms of the 1955 
treaty indicate that any benefits accrued to the canal enterprise from 
this new treaty. In fact, what additional benefit was granted to the 
United States came only to the Department of Defense, which by 
terms of the treaty will have rent-free use of some 20,000 acres of land 
for maneuvers. Presumably, there were other important con- 
siderations of a diplomatic nature in the treaty. The committee 
do not question the right of the State Department to negotiate a new 
treaty, or even to offer additional annuity amounts. They do not 
feel, how ever, in the absence of some additional consideration moving 
to the canal enterprise out of the treaty, that the canal enterprise 
can properly be asked to assume this substantial additional burden. 

It may be argued that there is precedent for such an increase in 
annuity payments in the adjustment upward, under the General 
Treaty with the Republic of Panama, signed on March 2, 1936, of 
the original $250,000 annuity of $43 30,000. However, it must be 
remembered that the monetary agreement with the Republic of 
Panama of June 20, 1904, provided for payment of the annuity in | 
gold balboas. Hence, when the American gold dollar, and later the 
Panamanian balboa, were devaluated as the result of abandonment 
of the gold standard by the United States in 1934, the annuity pay- 
ment in gold balboas was increased to $430,000 solely to compensate 
for the decrease in gold content of the balboas. Copies of the corre- 
spondence covering this adjustment are included in this report as 
appendix B. 






















8. BUSINESS LOSSES 











The committee commented on this under section 10. This is the 
issue in litigation and the committee do not feel that it is proper to 
legislate in this field while the litigation is in process. 
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4. DEPRECIATION OF ‘‘'NONDEPRECIABLES” 


An individual in dealing with the Internal Revenue Bureau may not 
under its rules depreciate nonwasting assets (regulation 118, par. 
39.23 (1) 2, Internal Revenue Code). To have the Government enjoy 
this same privilege when it is in juxtaposition with a private interest 
is inconsistent. The theory behind the rule applies equally to the 
government as to the individual. If depreciation were required to be 
paid on the nonwasting Government assets at the canal, the result 
would be that after full depreciation had been paid, then the Govern- 
ment would have its initial investment, plus the assets, in the same con- 
dition as at the outset. This is the precise result that the above rule 
is designed to prevent. ‘To reason that it must be done in this case 
because it may be necessary for the United States Government to 
abandon its canal operations and holdings in the zone seems to ques- 
tion the sovereignty of the United States in the zone. The committee 
did not consider this proper. 


5. SINGLE AGENCY 


The committee did not give this serious consideration. They felt 
that the clear division of governmental and business activities pro- 
vided for in the present structure offers the Congress a much clearer 
picture of the activities at the canal. Further, it does not seem 
entirely without the realm of possibility that at some future time 
there could be a system of local self-government at the zone. The 
committee are not suggesting this at this time, but do not feel that 
with this being the trend in other areas held for military or economic 
reasons, they should take a step away from that direction by abolishing 
entirely the Zone Government as distinguished from the Canal 
Company. 


6. TRANSFER OF ZONE POSTAL SERVICE TO UNITED STATES POST OFFICE 


The committee saw no logic in this move, unless consideration is 
given to transferring all other activities normally provided by other 
agencies to the pertinent agency involved. And we do not at this 
time feel that this should be done. The purpose of this proposed 
legislation is to accomplish economy at the canal. With the Canal 
Zone Government now geared to handle these other agency functions, 
all being supervised by a single government head, it would not seem 
to be in the direction of economy for all or many of the agencies of 
the United States Government to establish offices and personnel at 
the zone to handle the needs of the comparatively small population. 


7. PAY DIFFERENTIAL AND LEAVE PRIVILEGES 


The committee heard no complaints from the employees or from 
the Civil Service Commission concerning these features at the canal. 
Wage and salary scales are understood to be based on those for 
similar employment in the United States. The 25 percent differential 
is not based on cost of living, but is “territorial” in nature. Without 
a full examination of living conditions and a comparison of them with 
those of other employees in United States possessions and Territories, 
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together with the opinion of the Civil Service Commission, the com- 
mittee do not feel that they should act in this field. The committee 
are of the same opinion with respect to leave privileges. 


8. INTEREST ON INTEREST DURING CONSTRUCTION 


The committee declined to accept this suggestion. The contro- 
versy over the comparative national defense and commerctal values 
of the canal has raged almost from the day the first vessel transited 
the canal. Military authorities have from the beginning down to 
World War IL commented on the great military importance of the 
canal. Defense Department witnesses even in this hearing cited the 
military importance of the facility as a reason for objecting to transfer 
to the Secretary of Commerce. In enacting Public Law 841, the 
Congress declined to accept the strong urgings of the tolls payers that 
one-half of the more than $400 million investment be written off to 
national defense, but did make some concessions. It required Gov- 
ernment ships to pay tolls after July 1, 1951, though the Company 
was not allowed credit retroactively for tolls not paid by Government 
ships in the years before that, including all the military ships which 
passed through the canal during two wars. The Congress also 
specifically stated in the record that the one additional concession— 
freedom from interest on interest during construction—was made in 
lieu of a specific national defense allowance on the invested capital of 
the United States. The steamship operators contend that the esti- 
mated $50 million national defense allowance from this item is 
insignificant. Other opinions are to the contrary. Witnesses have 
not placed before this committee an exhaustive treatment of the 
national defense value of the canal, and it is doubtful if many of them 
would be qualified in that direction. Until the Congress has had an 
opportunity to hear qualified witnesses at length on this subject, the 
committee do not believe that the previous policy of the Congress in 
this matter should be contradicted by reinstating this interest 
requirement. 


9. AMORTIZATION 


The committee declined to accept this suggestion even though they 
are considerably attracted to it. The General Accounting Office in 
its testimony before the committee made a very strong case for such 
amortization, and in fact we understand that the entire proposal is 
not unattractive to intercoastal and offshore cargoes which move 
through the canal, and which pay the costs of this utility. 

The attractiveness comes about by reason of the fact that there is 
coupled with the suggestion for amortization one that the present net 
direct investment be reduced by the amount that would represent 
amortization in the years previous to 1951. ‘This is on the basis that 
the Company made sufficient income during those years to amortize 
but failed to do it, and on the basis that that failure is not the fault 
of the current management or of the tolls payers. This retroactive 
application of amortization would thus take off some $126 million if 
it were at $3 million per year for the 42 years since 1914 when the 
canal started operation. The $3 million per year is arrived at by 
reason of the fact that the original investment at that time was com- 
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puted at about $300 million. This would put the amortization on a 
100-year schedule. 

The reason, however, that the committee did not accept this sug- 
gestion is because it would impose upon the commerce passing through 
the canal the immediate burden of a regular annual additional cor- 
porate charge—i. e., an amount to be paid back to the Treasury for 
amortization. That in itself is not objectionable, but what the com- 
mittee cannot consent to at this time is establishing this additional 
corporate cost based upon a net direct investment of the Government 
concerning which there is a long standing controversy. Further evi- 
dence of the fact that the amount of the net direct investment is 
subject to attack is the following language and particularly that which 
the committee has underscored, taken from page 4 of the 1952 GAO 
audit of the Panama Canal, House Document No. 207, 83d Congress 
(printed document erroneously bears fiscal year ending June 30, 
1953—should be 1952): 


Primarily because of major deficiencies in the accounting 
policies and practices of the Panama Canal agency and the 
consequent lack of reliable financial and operating data, the 
information contained in this report is generally restricted to 
operations during the year ended June 30, 1952, and the 
financial position of the entities at that date. Furthermore, 
there is not sufficient information readily available to indicate 
the extent to which prior operations of the Panama Canal 
agency have recovered, through tolls and other revenues, the 
cost of its activities or to determine the full effect of property 
and other adjustments required to put the accounts on the 
sound, realistic basis contemplated by the recent reorganiza- 


tion. 


The tolls payers have repeatedly asked for some adjustment of that 
investment in recognition of the national defense value of the canal. 
They claim that the only recognition of that value is the $50 million 
reduction of the capital base (on which tolls must pay interest) brought 
about by the provision of Public Law 841 which eliminated interest 
during construction from the capital base. Government agencies 
just as consistently claim to the contrary. This committee feels that 
there should be no change in the present method of attempting to 
retire the debt; that there should be no change in the present freedom 
of tolls from paying interest during construction and that there should 
be no change in any of the other items having the effect of increasing 
corporate charges until there is some authoritative statement and 
consequent action on the national defense value of the canal. 


MANAGEMENT RECOMMENDATIONS 


Steamship industry representatives and others have urged strongly 
that the corporate form of management with a board of directors be 
abandoned and that the management be changed to an advisory board 
consisting of 7 members rather than the present 13-man Board. One 
of the employee representatives also urged that the Canal Zone Code 
be amended so as to require that at least 1 steamship representative 
and 1 employee be on the Board. The committee are unable to agree 
with either of these recommendations. 
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First, with respect to the form of management, no evidence was 
presented to indicate that complaints concerning the administration 
of the Company are the result of the form of management per se. 
Rather the complaints arise only because of the determination of 
of policies of the Company. The mere change to an advisory board 
would not remedy this situation. Further, as the Company testified, 
the corporate form of management has proven to be satisfactory in 
American industry in that it brings to bear upon the industry problems 
the broad and varied experiences of seasoned men from different 
commercial backgrounds. Also, and probably more important, the 
corporate board of directors determines policies which then become 
a directive for the corporate officers to follow. An advisory board, 
by its very term, would be only advisory in character, and thus one 
of the main attributes of the corporate form would be lost. 

As to legislating with respect to the makeup of the Board, the 
committee are of the opinion that this would be doubtful wisdom. 
It would certainly seem logical for the administration and for Company 
officials to have available to them the experience of steamship op- 
erators on the Board, since many of its decisions are affected by the 

rojections of future changes in volume of steamship traffic, and 
vecause the utility operates steamship terminals, a steamship line 
and vessel-repair facilities. Further, while it is not the practice to 
have employees on corporate boards, it has occurred in very recent 
years in some of our business institutions. Certainly it is helpful 
to the management of any company to have its employees’ views and 
problems brought to it first hand. 

The committee are of the opinion that the administration could 
very well give consideration to the above suggestions in future 
appointments to the Board, but do not feel that these should be made 
rigid requirements by legislation. 
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APPENDIX 


EXHIBIT A 


CoMMENTS AND RECOMMENDATIONS OF THE COMMISSION ON ORGANIZA- 
TION OF THE EXECUTIVE BRANCH OF THE GOVERNMENT REGARDING 
THE PANAMA CANAL 


(Pp. 70-75, H. Doc. No. 125, 84th Cong., 1st sess.) 


The administrative organization of the zone presumably separates 
the military organization from the civil administration. [Italics 
supplied. ] 

The Company is authorized, subject to the President’s approval to 
fix canal tolls to cover these charges. 

With this background certain problems require solution. 


CAPITALIZATION OF THE PANAMA CANAL COMPANY 


The determination of the net Federal investment in the Company 
has been long delayed. Until this amount is determined, such matters 
as depreciation, obsolescence, the amount of and interest payable on 
the capital, cannot be determined. Some progress in these matters 
is being made and it is expected to be completed by June 1955. 


TOLLS 


The fixing of tolls has economic as well as fiscal implications as 
they exert substantial influence upon transportation of world com- 
merce and upon our domestic transportation through our intercoastal 
shipping. 

COMPETITIVE BUSINESS ENTERPRISES 


Both the Canal Company and the military services conduct many 
business-type enterprises in the zone. * * * 

Obviously some of these enterprises are competing with each other, 
and also compete with private enterprise in the Republic of Panama 
as shown by the complaints of that Government. Savings to the 
Government and a reduction of friction with the Republic of Panama 
would follow their termination. 


Recommendation No. 16 


That the Congress examine the competing commercial-type enter- 
prises conducted by the Government in the Canal Zone and determine 
which of such competing enterprises should be eliminated. 
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EXHIBIT B 


DEPARTMENT OF STATE, 
March 2, 1936. 
The Honorable Doctor Ricarpo J. ALFARO, 
The Honorable Doctor Marctso Garay, 
Members of the Panamanian Treaty Commission, 
Washington, D. C. 

Sirs: I have the honor to refer to our conversations with respect 
to the effect upon the Monetary Agreement of June 20, 1904, between 
the United States of America and the Republic of Panama as modified 
by the exchanges of notes of March 26—April 2, 1930, and of May 28- 
June 6, 1931, of the action taken by the President of the United States 
of America in his Proclamation of January 31, 1934, reducing the 
weight of the gold dollar of the United States of America. 

It has been recognized that, as a result of this action, the provision 
of the Monetary Agreement that the monetary unit of the Republic 
of Panama should be a gold Balboa of the weight of one gram, 672 
milligrams, nine-tenths fine, is no longer consistent with the necessary 
condition of the Agreement that the standard unit of value of the 
United States of America, the dollar, and the standard unit of value 
of the Republic of Panama, the Balboa, should continue at a parity 
at the rate of one dollar for one Balboa. It has also been recognized 
that in the Republic of Panama and in the Canal Zone silver Balboas 
and fractional currency of the Republic are circulating together with 
United States currency at the rate of one Balboa for one dollar. 

For these reasons, it is desirable that the existing Monetary Agree- 
ment, as modified, be further modified to make provision for the re- 
duction of the weight of the gold Balboa so that the legal standard 
units of value of the Republic of Panama and of the United States of 
America shall be equal. Accordingly, for the purpose of Article VII 
of the General Treaty signed today, the Balboa shall be regarded as 
defined to consist of 987% milligrams of gold of 0.900 fineness. 

It is understood that the reduction in the weight of the gold Balboa 
shall not necessitate an alteration of the weight of the silver coins of 
the Republic of Panama, but that these shall continue to be of the 
same size, weight, and fineness as at present. 

Notwithstanding any language contained in the existing Monetary 
Agreement, as modified, which has been interpreted or might be 
interpreted as limiting the number of coins of any denomination to 
issued by the Republic of Panama within the total amount of coins of 
all denominations, it is now understood and agreed that the monetary 
Agreement, as modified, shall not be considered as contemplating 
any such limitation, so that, as long as such total amount is not 
exceeded, that total amount may be apportioned among the coins of 
the various denominations referred to in the Agreement as may seem 
fitting to the Government of the Republic of Panama. 

As a further modification of the existing Monetary Agreement, it is 
agreed that the Government of the United States of America shall not 
be required to accept Panamanian silver currency for the payment of 
tolls for the use of the Panama Canal. 

I may say that the above understandings and agreements are ac- 
ceptable to my Government, and that upon receipt of a note confirming 
them on behalf of the Government of the Republic of Panama, the 
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Government of the United States of America will consider as further 
modified in accordance therewith the Monetary Agreement of June 
20, 1904, as modified. 

Accept, Sirs, the renewed assurance of my highest consideration. 


CoRrDELL HULL. 


LEGACIÓN DE PANAMÁ, 
Washington, March 2, 1936. 
The Honorable Corpre.tt Hutt, 
Secretary of State, Washington, D. C. 

Str: We have the honor to acknowledge the receipt of Your 
Excellency’s communication, reading as follows: 

“I have the honor to refer to our conversations with respect to 
the effect upon the Monetary Agreement of June 20, 1904, between 
the United States of America and the Republic of Panama as modified 
by the exchanges of notes of March 26-April 2, 1930, and of May 28- 
June 6, 1931, of the action taken by the President of the United 
States of America in his Proclamation of January 31, 1934, reducing 
the weight of the gold dollar of the United States of America. 

“It has been recognized that, as a result of this action, the provision 
of the Monetary Agreement that the monetary unit of the Republic of 
Panama should be a gold Balboa of the weight of one gram, 672 
milligrams, nine-tenths fine, is no longer consistent with the neces- 
sary condition of the Agreement that the standard unit of value of 
the United States of America, the dollar, and the standard unit of 
value of the Republic of Panama, the Balboa, should continue at a 
parity at the rate of one dollar for one Balboa. It has also been 
recognized that in the Republic of Panama and in the Canal Zone 
silver Balboas and fractional currency of the Republic are circulating 
together with United States currency at the rate of one Balboa for 
one dollar. 

“For these reasons, it is desirable that the existing Monetary Agree- 
ment, as modified, be further modified to make provision for the 
reduction of the weight of the gold Balboa so that the legal standard 
units of value of the Republic of Panama and of the United States of 
America shall be equal. Accordingly, for the purpose of Article VII 
of the General Treaty signed today, the Balboa shall be regarded as 
defined to consist of 987% milligrams of gold of 0.900 fineness. 

“It is understood that the reduction in the weight of the gold 
Balboa shall not necessitate an alteration of the weight of the silver 
coins of the Republic of Panama, but that these shail continue to be 
of the same size, weight, and fineness as at present. 

“Notwithstanding any language contained in the existing Monetary 
Agreement, as modified, which has been interpreted or might be inter- 
preted as limiting the number of coins of any denomination to be 
issued by the Republic of Panama within the total amount of coins 
of all denominations, it is now understood and agreed that the Mone- 
tary Agreement, as modified, shall not be considered as contem- 
plating any such limitation, so that, as long as such total amount is 
not exceeded, that total amount may be apportioned among the coins 
of the various denominations referred to in the Agreement as may 
seem fitting to the Government of the Republic of Panama. 
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“As a further modification of the existing Monetary Agreement, 
it is agreed that the Government of the United States of America 
shall not be required to accept Panamanian silver currency for the 
payment of tolls for the use of the Panama Canal. 

“T may say that the above understandings and agreements are 
acceptable to my Government, and that upon receipt of a note con- 
firming them on behalf of the Gov ernment of the Republic of Panama, 
the Government of the United States of America will consider as fur- 
ther modified in accordance therewith the Monetary Agreement of 
June 20, 1904, as modified”. 

The understandings and agreements stated in your note under 
acknowledgement are hereby confirmed by our Government, and, 
acc ordingly, the Government of the Republic of Panama will consider 
as further modified in accordance therewith the Monetary Agreement 
of June 20; 1904, as modified. 

Accept, Sir, the renewed assurances of our highest consideration, 

R. J. ALFARO. 
Narciso Garay, 


O 
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84TH CONGRESS } SENATE f 


INFLUENCE OF CARGO PREFERENCE STATUTES ON THE 
SURPLUS AGRICULTURAL DISPOSAL PROGRAM 


JUNE 27, 1956.—Ordered to be printed 


Mr. Maenvuson, from the Committee on Interstate and Foreign 
Commerce, submitted the following 


REPORT 


When section 307 was deleted from the omnibus farm bill of 1956 
on March 16, 1956, the matter of cargo preference application to sales 
of surplus agricultural products under title I of Public Law 480 was 
referred to the Committee on Interstate and Foreign Commerce. 


As promised at that time, the Subcommittee on Merchant Marine 
and Fisheries promptly scheduled public hearings, which were held on 
April 19, 20, and 26, at which all who wished were given opportunity 
to testify. 

As the result of long and thorough consideration of the testimony 
presented therein, and of the basic issues involved, I am reporting 
herewith the committee’s considered conviction that the proposed 
exemption of title I, Public Law 480 sales from the application of 
cargo preference statutes would not be in the public interest. 

This conviction is based on testimony adduced at the public hear- 
ings on the bill, in both the Senate and the House, to the effect that— 

(a) The surplus agricultural disposal program (Public Law 480, 
83d Cong.) has not been markedly affected by application of the 
Cargo Preference Act. As of May 31, 1956, the disposal program 
was within 3 percent of total completion. Already $1,448,200,000, 
of the program’s $1.5 billion goal, had been disposed of. This, 1 full 
year before the cutoff date of the program, June 30, 1957. Because 
the program has been so successful, legislation has been introduced in 
both Houses to increase the authorization from $1.5 billion to $3 
billion. 

(b) The loss of these preference cargoes would have a disastrous 
effect upon the American merchant marine, already drastically re- 
duced in size and laboring under severe competitive disadvantages. 

The United States commercial fleet is far short in both number and 
types of ships to meet minimum security requirements. This is due, 
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in large measure, to economic policies in many countries which operate 
to the disadvantage of our ships. 

Your committee is not alone in recognizing the need of our merchant 
marine for these cargoes. The United Wingin Journal of Com- 
merce recently commented on this specific question, concurring 
editorially in its comments on the hearings of this committee, that 
exemption of Public Law 480 cargoes from the overall cargo preference 
statutes, as proposed in S. 2584, would strike a paralyzing blow at 
the entire American merchant marine. 

(c) Cargo preference laws now on the statute books offer ample 
remedy for any of the special problems cited, in that the language 
permits the flexibility of administration required to handle any 
situations that may arise. 

For instance, the committee is convinced that the difficulties 
experienced by the fresh fruit exporters, particularly with regard to 
shipments from the west coast of the United States to Europe, and 
insofar as they were related in any way to cargo preference shipping 
requirements, could and should have been avoided by the reasonable 
administration of Public Law 664, 83d Congress, which the language 
of that statute clearly permits. The same applies in somewhat lesser 
degree, to citrus shipments to Europe from the east coast. 

We, therefore, strongly urge the responsible administrative agency 
officials to make full use, when occasion demands, of the escape pro- 
visions of Public Law 664, which were purposely written into the 
statute to permit flexibility of administration so as to avoid road- 
blocks arising from a too rigid application of the statute. 

It is pertinent to point out here, that generally overlooked by those 
interests, domestic and foreign, which have insisted that acceptance 
by this Government of foreign currencies in connection with Public 
Law 480 transactions does not make mandatory application of cargo 
preference shipping requirements, is the official opinion of the At- 
torney General of the United States, dated December 15, 1954, by 
which 50-50 was made applicable to Public Law 480 transactions. 
The opinion will be found in the appendix to the report. 


HEARINGS TESTIMONY-—PRO AND CON 


Previously, the House Merchant Marine and Fisheries Committee 
had conducted extended hearings, covering a period of 10 days, on 
the question of cargo preference and farm surplus disposal. It was 
our conviction that the Senate hearings might well take up where the 
House hearings ended, and that there was little point to our retreading 
the same ground previously covered by the House. 

Similarly we felt that the conclusions reached by the House com- 
mittee, based on their extended hearings, merited our thorough con- 
sideration unless persuasive testimony, in opposition to these con- 
clusions, were presented to us. 

Accordingly, we so advised the members of the Senate Committee 
on Agriculture and Forestry, and the heads of the various Government 
departments directly interested, and requested that their testimony 
be directed particularly to bringing out pertinent data or views not 
— or in their opinion not sufficiently, covered. We urged, 
ikewise, that any disagreement with the conclusions reached by the 
ee committee in its report be made known to us, with the reasons 
therefor. 
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We felt that such a procedure would conserve the time and effort 
of all concerned—and we believe that it did. Yet no group or 
individual desirous of presenting testimony, orally or written, was 
deprived of that privilege. 

Senator Francis Case of South Dakota, one of the sponsors of 
S. 2584, testified, and a statement supporting the bill was submitted 
by Senator Karl E. Mundt, of South Dakota. 

Appearing to oppose the bill were Senator Thomas H. Kuchel, of 
California, and Senator Leverett Saltonstall, of Massachusetts. A 
statement in opposition was submitted by Senator John Marshall 
Butler, of Maryland, sponsor of Public Law 664, 83d Congress, 2d ses- 
sion, which S. 2584 would render inapplicable to transactions under 
title I of Public Law 480. 

Also heard by the subcommittee were representatives of the Depart- 
ment of Agriculture, supporting the bill, and of the Department of 
State, which announced withdrawal of its previously announced sup- 
port of the bill. The Under Secretary of Commerce for Transportation 
testified in strong opposition to enactment. 

Three witnesses—from the American Farm Bureau Federation, the 
National Apple Institute, and the International Apple Association— 
testified that the cargo preference law was impeding foreign sales of 
their products; and statements supporting S. 2584 were submitted by 
the National Council of Farmer Cooperatives; the Dried Fruit Asso- 
eiation of California; the California Grape and Tree Fruit League; 
the Northwest Horticultural Council, Yakima, Wash. 

Opponents of S. 2584 who testified at the hearing included repre- 
sentatives of the American Merchant Marine Institute, Inc., the Com- 
mittee of American Steamship Lines, the Pacific-American Steamship 
Association, and the American Tramp Ship Owners Association. 

Statements opposing enactment of S. 2584 were submitted by the 
Chamber of Commerce of the United States; the Transportation Asso- 
ciation of America; American Legion; Veterans of Foreign Wars; the 
National Farmers Union; Florida Canners Association; the Ship- 
builders Council of America; the New York and New Jersey Dry Dock 
Association; the Bureau of Raw Materials of the American Vegetable 
Oils and Fats Industry; the American Federation of Labor-Congress 
of Industrial Organizations; the AFL-CIO Maritime Committee; the 
Industrial Union of Marine and Shipbuilding Workers of America, 
AFL-CIO; and the International Organization of Masters, Mates and 
Pilots of America, AFL-CIO. 


THE PROPONENTS’ TESTIMONY 


Senator Francis Case, South Dakota, cosponsor of S. 2584, stated, 
in part: 

* * * my interest in this legislation grows out of a very 
natural situation. All of us recognize that we have been 
contending with the problem of surpluses in agricultural 
commodities for the last few years. The effort of the 
country has been devoted to finding some way to market 
those surplus commodities * * * 

* * * studying the whole problem, it led me to think that 
we could move some of these surplus commodities to other 
countries if we would sell them on the most advantageous 
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terms possible, so, both through the agricultural legislation 
and through legislation developing out of the Armed Services 
Committee, I have sought to increase the sales of agricultural 
commodities abroad for foreign currencies and to make it 
possible for the potential customers to get them on the best 
terms available. 

I think everyone recognizes that there is no attempt or no 
thought in this legislation of denying to the merchant marine 
of this country every possible encouragement for hauling all 
they can of normal commercial transactions. But to make 
the thing rather simple, let us say that you, Mr. Chairman, 
were a a store and you had a great supply of over- 
coats, or you had a great supply of apples or something of 
that sort. If you put on a sale to dispose of the oversupply 
that you had you would say, “Here they are; come and get 
them at this bargain price.” That is what we have been 
trying to say to the countries of the world that might have a 
market for some of our surplus wheat or corn or cotton. 
“We have an oversupply of this, we want to make it available 
to you on the best terms. Here is what it would cost in the 
United States. You can come and get it if you want or if 
you want us to we will deliver it.” 


Senator Karl Mundt, South Dakota, in a submitted statement, 
advised : 

As a nation we find ourselves involved in a highly competi- 
tive buyers’ market for farm commodities which we and other 
nations find we have in surplus. 

The world’s wheat bins are full. The 1955 world harvest 
of wheat was 7.4 billion bushels and climaxed 10 years of ris- 
ing production. But world consumption has not kept pace; 
it is now well below output. Total stocks in the four leading 
wheat export countries—the United States, Australia, 
Canada, and Argentina—are at record levels. At the same 
time importing countries have encouraged production at 
home. In general, importing countries are encouraging large 
wheat crops because they want greater self-sufficiency in food, 
plus reserves for emergencies. 

The competitive situation with regard to wheat is re- 
flected in other commodities. We are told that 4 out of every 
10 bales of cotton, 4 out of every 10 bags of rice, and 25 

ercent of our tobacco must be sold in foreign markets. We 
Lava an awfully big selling job to do. 

In view of the pressure which surpluses exert on our 
domestic markets for farm commodities it is important that 
we pursue every opportunity to dispose of American surpluses 
in overseas channels. No single impediment should be 
allowed to exist which might tip the scales against us in 
our efforts to sell a commodity or commodities to a foreign 
nation * * *, 

There is probably no way of knowing how many other 
countries would have concluded deals with this country for 
surplus commodities had they not been faced with the re- 
quirement that at least 50 percent of the gross tonnage of 
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their purchases would have to be transported on American- 
flag vessels. Knowing of this requirement, it must be true 
that considerable numbers of countries have never entered 
into negotiations with our Foreign Agriculture Service for 
the purchase of American commodities. 


Gwynn Garnett, Administrator, Foreign Agricultural Service, 
United States Department of Agriculture, stated: 


* * * T would first like to make it clear that the Depart- 
ment of Agriculture is firmly convinced that the maintenance 
of a strong merchant marine is essential to the national wel- 
fare and security of this country * * * However * * * the 
Congress has directed the Department of Agriculture re- 
pes atedly to export surplus farm products at maximum 
volumes and maximum speed * * * the situation is simply 
this, that cargo preference is a limiting factor on achievement 
of this objective in some instances, not in all * * *. 


Explaining the procedures used in arranging agreements for pur- 
chases under Public Law 480, Mr. Garnett said: 


A primary purpose to be accomplished under the law is to 
develop and expand continuous market demand abroad for 
United States agricultural commodities. To this end, we 
attempt to the maximum extent to make the sales under 
normal commercial conditions. Insofar as exporters and 
importers are concerned, the sales differ from normal com- 
mercial sales in that the sales are made within a special 
government-to-government agreement and the cargo prefer- 
ence law applies. 

A foreign importer pays for commodities purchased from 
the United States with his local currency whether or not he 
is buying under title I program. The difference is that 
instead of his bank buying dollars from the foreign govern- 
ment to remit to its correspondent bank in the United 
States which has paid the United States exporter, the foreign 
bank deposits the local currency to the account of the 
United States Government and the United States bank is 
reimbursed in dollars by the United States Government. 
The foreign currency is required to be deposited to the 
account of the United States promptly after the United 
States Government reimburses the bank. There is no 
provision for long-term arrangements in depositing the 
foreign currency equivalent of the dollars paid out by the 
United States Government. However, in most cases a 
portion of the currency is loaned back to the importing 
country for economic development purposes. 


Mr. Garnett named three countries which have not participated 
in the Public Law 480 program—Denmark, Norway, and Sweden— 
and a fourth, the United Kingdom, which, he said ‘entered into a 
single commodity arrangement under very special circumstances”. 


* * * we believe the conspicuous absence of these coun- 
tries from the program results from the compulsory aspect 
of cargo preference. This is not susceptible of positive 
proof, 
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Asked whether some financial concession is made to purchasers of 
commodities under Public Law 480, he replied: 


There is a financial concession in a good many of the cases, 
im most every case. 


Under further questioning, Mr. Garnett stated: 
We think the (disposal) program has been successful. 


Reminded that the Agriculture Department had announced 
commitments totaling $1.275 billion in 21 months (of the $1.5 billion 
authorized under the 3-year program) he stated: 


The Congress will be asked to review the authorization 
and make the decision as to whether or not it will be in- 
creased. 


Speaking for the Farm Bureau, George J. Dietz, Director, Inter- 
national Affairs, said: 

The members of this committee are aware of the difficult 
roblem facing agriculture. The American Farm Bureau 
‘ederation is interested in a solution to this problem. In 

finding a solution to this problem it is not our objective to 
harm anyone. We believe that if we are to find a solution 
to our surplus agricultural problems one of the most im- 
portant parts of this solution is the expanding of agricultural 
markets, both at home and abroad. Itis our firm conviction 
that cargo preference has operated to prevent sales of agri- 
cultural commodities under title I, Public Law 480. The 
record is replete with evidence substantiating this claim * * * 


The American Farm Bureau Federation witness quoted the De- 
cember 1955, resolution of the Farm Bureau Convention, as follows: 


We believe in a strong United States merchant marine. 
However, we oppose cargo preferences to United States 
flagships which (1) impair the competitive sale of United 
States farm products in foreign markets and (2) require 
United States agriculture to bear a disproportionate share of 
the burden of subsidizing the United States merchant 
marine. 


He continued: 


We have shown facts which indicate sales under title 1 
of Public Law 480 are being lost because of cargo preference. 


Then, later he said: 


We recommend last year that the authorization under 
Public Law 480 be increased to $2 billion * * * However, I 
think there is currently a proposal coming to the Congress 
to increase this maybe to $2.5 billion. Public Law 480 has 
operated in.a good fashion. [Emphasis supplied.] 


The fresh and dried fruits industries were a unit in asking that 
Public Law 2584 be modified to help their sales. These industries 
have been hurt seriously in recent years (1) because of lack of re- 
frigerated space in ocean vessels, particularly from the west coast to 
Europe, their largest pre-World War II market, and (2) because of 
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lack of dollars, for which reason the United Kingdom, particularly, 
has turned to sterling area countries for such fruits, and (reportedly) 
has made agreements with some countries not to use American fruits 
where any “aid” requirements of 50-50 shipping use applies. 

Problems of the applegrowers are put forth in detail in the statement 
submitted by Ernest Falk, manager of the Northwest Horticultural 
Council, Yakima, Wash., composed of six organizations of fruit 
growers and shippers in Washington and Oregon, as follows: 


Prior to World War II, 28 percent of the apples produced 
in Oregon and Washington and 44 percent of the winter 
pears were exported. Europe was our principal market, 
taking in excess of 89 percent of the total United States ex- 
ports of fresh apples and fresh pears. The foreign countries 
were an integral part of our marketing program and were 
especially important because they took certain sizes and 
varieties of fruit not in demand in the United States, but 
which were preferred by our foreign customers. Thus the 
export outlet was complementary to our domestic outlets. 
This was especially important because the large- and medium- 
size apples in demand in the United States and the small 
apples ın demand abroad grow on the same trees. 

The volume of fruit exported since World War II has been 
only a small fraction of our prewar exports. This decline is 
due to the obstacles and aribtrary barriers erected by foreign 
countries. The lack of dollars abroad has been a deterrent 
to trade, and to a great extent, an excuse for protectionist 
policies. Congress, to aid agriculture in its endeavor to 
export, passed Public Law 480 with its currency-conversion 
plan to facilitate trade. Public Law 480 provides, in effect, 
that instead of spending dollars abroad for certain purposes, 
the United States Government pay with foreign currency 
acquired through this currency-conversion program, thereby 
enabling United States agricultural producers to make sales 
for foreign currency when dollars are not available. 

Trading in fruit, in recent years, has been entirely on a 
private basis, with sales by United States growers and ex- 
porters and purchases by private foreign importers. The 
apple and pear industries have made no sales under Public 
Law 480. Apples from the 1954 crop were sold to private 
importers in the United Kingdom and financed under cur- 
rency conversion provisions of section 550 of the Mutual 
Security Act. Apples and pears from the 1955 crop were 
sold to private importers in the United Kingdom under a 
section 402 program. 

Great Britain delayed issuing licenses for purchase of 1954 
crop applies for more than a month, and at critical time, 
reportedly because the FOA included the 50-50 clause in 
the purchase authorization, even though there is no refriger- 
ated space in United States vessels sailing from the Pacific 
coast to Great Britain. There is only one United States- 
flag line serving Europe from the Pacific coast; it has not 
refrigerated space for fresh fruits and inadequate sailings 
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and space for processed fruits. In our opinion, this foulup 
with the British was primarily an administrative bobble, 
upon which the British Government seized. 

Sales of California fresh fruits for export to the countries 
of Western Europe ended when the war started, and none 
were made again until 1946 when the United States interim 
aid program resulted in a fair volume of sales for that year— 


—2 to testimony submitted by Harold H. Angier, general man- 
ager, California Grape & Tree Fruit League. 


Following 1946, sales to Western Europe dropped to almost 
nothing because these countries found they needed their 
scarce dollars for what they considered more important uses. 

Although economic recovery of Western Europe has been 
accomplished and some liberalization of trade with the United 
States has resulted, very few sales of United States fruit are 
possible without the use of the foreign currency exchange 
provisions of section 402 of the Mutual Security Act or 
Public Law 480 known as the Agricultural Trade Develop- 
ment Act of 1954. 

Up to now the currency conversion feature of Public Law 
480 has not helped this industry export its fresh fruit because 
the maritime nations of Western Europe who are the his- 
torical buyers object to the application of 50-50 cargo 
preference as presently provided for in Public Law 664. 


THE OPPONENTS POSITION 


The Department of State, which has consistently opposed cargo- 
preference legislation, because of possible repercussions in the form of 
discriminations against American shipping, completely reversed its 
position on S. 2584, and withdrew the support given the bill in Sep- 
tember 1955, when it first was referred to the Committee on Agri- 
culture and Forestry. 

Referring to its previous support of the bill, the State Department 
witness testified: 


The Department’s position of September 26 was taken on 
the basis of information then available to it. It had believed 
that the elimination of the 50-50 application of Public Law 
480 would further the purposes of that act, and would not 
seriously affect American shipping except a limited number of 
tramp ships. The agricultural surplus disposal objective 
seemed paramount. 

Subsequent experience indicates that the application of 
Public Law 664 to transactions under title I of Publie Law 
480 would hamper the surplus disposal program in only a 
few countries. In view of this fact; and the fact that the 
Department of Commerce has testified to the urgent need 
for the continued application of cargo preference to agri- 
cultural commodities moving under the latter measure, the 
Department is withdrawing its support of S. 2584. 
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The Department of Commerce, represented by Under Secretary for 


Transportation Louis Rothschild, declared that— 


while the traffic subject to United States cargo-preference 
legislation constitutes a relatively small portion of the total 
United States export commerce, it is of major significance to 
the maintenance of the United States merchant fleet. 

We believe that the program for disposal of surplus agri- 
cultural commodities has progressed satisfactorily and, in 
fact, has been accelerated over the earlier estimates. We 
further believe that the American merchant marine has, in 
fact, assisted in the accomplishment of the program to the 
benefit of the United States and beneficiaries of the program 
as well as having received benefit from the application of the 
cargo-preference law to shipments under the program. 


Answering the Farm Bureau’s charges that the additional cost of 


shipping Public Law 480 cargoes on American tramp ships— 


impaired the competitive sale of United States farm products 
and require agriculture to bear a disproportionate share of 
the burden of subsidizing the United States merchant 
marine— 


the Under Secretary said: 


We believe that the expense (cited by Agriculture as 
totaling $3,958,500, or about 1 percent of the total CCC 
cost of shipments to March 31, 1956) is overbalanced 
by the benefits of having United States flag vessels partici- 
pate in the programs. 

It appears that the vessel employment situation in 1955 
resulting in the existing tight market would have- been 
accelerated without the available United States flag vessels to 
carry portions of the program cargoes. It is likely that 
the extra freight paid to foreign vessels could have exceeded 
the actual freight paid by 1, 2, 3 or more dollars a ton. 
With over 2 million tons shipped by Agriculture in 1955 
on tramps, it is quite possible that the * * * extra freight 
on American tramps prevented a market situation where, 
without such tramps, a greater excess would have been paid 
to foreign vessels. 


With reference to suggestion by opponents of the 50-50 law—in 


We do not find any adequate substitute for * * * cargo. 
Examination of alternatives indicates that they, in fact, 
would be indirect aid as contracted with the direct benefit 
arising from cargo-preference laws. 

Suggested substitutes, such as subsidizing the American 
owner for rate reductions made to obtain cargo, payment to 
the American owner of profit which he would have obtained 
under cargo preference, or payment to the American owner 
of a subsidy equal to the difference between a fair United 
States flag rate and the current market rate of foreign-flag 


this Government and in European shipping circles—that direct 
subsidies be given to American shipping in lieu of cargo preference on 
Government-financed cargoes, the Under Secretary stated flatly: 
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vessels, all involve complicated administrative requirements 
likely to be insurmountable and likely to give results less 
satisfactory, more costly to the United States, and harmful 
to the American merchant marine, without appreciable 
benefit to the Government export program, 


(Nore.—Subsequent to the hearings on S. 2584, the Department of 
Commerce transmitted to the President a report entitled “A Review 
of Direct and Indirect Types of Maritime Subsidies With Special 
Reference to Cargo Preference Aid,” covering a special study made 
in pursuance to a directive from the President when he signed Public 
Law 664, the Cargo Preference Act.) 

The study encompassed the various types of subsidies available to 
United States flag shipping—construction and operating differential 
subsidies, reservation of coastwise trade, tax benefits, special reserve 
fund, construction reserve fund, accelerated amortization, mortgage 
and mortgage-insurance aid, trade-in allowance, and the various types 
of cargo preference aid—and found them all to be direct types of aid, 
and justified as a partial offset to the limiting effects of legislation 
enacted by Congress in the overall national interest, which prevents 
= from competing on equal terms with foreign flag-ships in world 
trades. 

Without cargo-preference legislation, Under Secretary Rothschild 
told the committee, economic factors and policies of other nations to 
favor their own shipping “make it very difficult for American-flag 
vessels to compete.” He cited testimony of steamship companies 
to the effect that without cargo preference many of their ships would 
be withdrawn from service. He also noted that uncertainty as to 
continued application of the permanent cargo preference law, Public 
Law 664, has hampered ship-replacement programs of United States 
flag operators carrying substantial quantities of preference cargo. 

Mr. Rochschild said that— 


Estimates indicate that the preference cargo provided 
employment for * * * some 590 outward voyages. This is 
equivalent to maintaining in operation throughout the year 
almost 100 vessels employing over 4,000 officers and men. 


In actual economic results, he said, the wages, etc., of these men 
would total more than $30 million a year, and would involve an esti- 
— total outlay in United States channels of trade of around $70 
million. 

The need for cargo-preference legislation as presently applied was 
emphasized by all the witnesses who testified for the United States 
Chamber of Commerce, the Transportation Association of America, 
the veterans’ organizations, maritime labor groups, and by witnesses 
representing practically the united voice of the shipping and ship- 
building industries. 

Former United States Senator Herbert R. O’Conor, testifying for 
shipping associations representing almost the entire merchant marine 
of this country opposed Public Law 480 on the ground that a great 
many of the “sales” under title I of that act— 


are nothing other than foreign aid. The fact is * * * that 
about two-thirds of the foreign currency proceeds are given 
back, or loaned back to the buyer nation, or are in other ways 
used for foreign nations. 
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He submitted a Department of Agriculture tabulation, showing the 
total currency for foreign-aid purposes through June 1956. (See 
appendix.) 

enying the contention of S. 2584 proponents that sales under 
Public Law 480 are “genuine sales” the former Senator declared: 


Much has been said that these are genuine sales because 
of the dollar reimbursement which C&C expects to receive 
from other United States Government agencies on account of 
these transactions. We hope that such reimbursement 
reaches anticipated levels. Nonetheless, as of March 28, 
1956, 21 months after commencement of the program, it has 
totaled, as shown (in USDA Report of Title I Operations, 

No. 34, March 28, 1956) only $3,262,000, or less than one-half 
of 1 percent of the cost of goods sold. {Emphasis supplied.] 
Referring to “specific problems” dealing primarily with commodities 


—— ventilated or refrigerated space on certain route, the shipping 
industry spokesman said: 


It is our belief that the resolution of this specific and 
largely isolated problem can be achieved administratively 
* * * Public Law 664 has great flexibility of operation—it 
contains such expressions as “necessary and practicable,” 
“gross tonnage,” “to the extent available,” “fair and reason- 
able rates,” and ‘fair and reasonable participation.” Our 
industry believes that avoidance of administrative rigidity 
will enable the Department of Commerce to solve particular 
problems which have arisen and may continue to rise from 
time to time. This could extend to Agriculture administra- 
tion of 50-50 on other than a ship-by-ship commodity basis, 
by broadening the — — areas beyond individual 
countries. 

Where American-flag services of specific type on specific 
routes are not available and not likely to be available there 
is no reason why the Department cannot so state and incor- 
porate such a determination in the basic country agreement. 


Speaking for the American Tramp Shipowners, Mr. James B. 
Stuart, president of their association, declared that passage of S. 2584 
would force the tie-up of— 
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at least 70 percent of the tramp fleet. 

Foreign tramp vessel rates at the present time have 
reached the same level as American tramp rates and, in 
actuality, the American tramp fleet with the control of the 
rates [Public Law 664 requires that rates be ‘fair and reason- 
able’’] acts as an umbrella over the entire market. 


He invited attention to the fact that— 


during the first 10 months of 1955 American-flag vessels 
carried but 3.4 million tons of United States exports, almost 
exclusively 50-50 cargoes, as compared to the 34.1 million 
tons carried by foreign-flag ships. 

* * * Ts it not obvious that passage of S. 2584 would bea 
disastrous blow to tbe tramp chip segment of our American 
merchant marine? 
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Passage of S. 2584 would place the American farmer at the 
mercy — ships with little or no assurance that he 
would have the means of transporting his products abroad 
in future years. 


One of the foreign trade groups insisting that cargo preference be 
retained in Public Law 480 agreements was the Bureau of Raw Mate- 
rials for American Vegetable Oils and Fats Industries. Its secretary, 
John B. Gordon, submitted a statement in which he stated: 


This trade association contains a representative cross sec- 
tion of the various vegetable oil processing industries in the 
United States. Among these industries there is a widespread 
belief that insofar as vegetable oil exports are concerned an 
exemption of sales under title I of Public Law 480 from 
the provisions of the 50-50 law will serve no useful purpose. 

We think a factor which should be taken into consideration 
in weighing the desirability of exempting title 1 from the 
provisions of the 50-50 law is that Public Law 480 sales 
represent a heavy loss to the United States Treasury. Again 
confining ourselves to the oils and fats field, we point out 
that the Commodity Credit Corporation’s report on cumu- 
lative shipments under title I of cottonseed, soybean and 
linseed oils and lard through April 15, 1956, total 443,000 
long tons. The cost. to the Commodity Credit Corporation 
of these shipments was $161.9 million. The market value was 
$153.4 million. Thus it may be seen that the loss to the 
United States Treasury on oils and fats shipments was $8.5 
million. 

The Commodity Credit Corporation owns no surplus 
stocks of vegetable oils. All shipments of vegetable oils and 
lard financed by title I purchase authorizations of the Foreign 
Agricultural Service must now be acquired by recipients in 
the open market. The world market situation during the 
1955-56 marketing season for oils and fats has been such that 
a considerable proportion of the liquid oils sales made under 
title I of Public Law 480 for payment in native currencies 
could have been sold for free dollars. 

In closing I wish to state that the membership of the 
Bureau of Raw Materials for American Vegetable Oils and Fats 
Industries is greatly interested in the upbuilding of foreign 
commerce. ‘They believe that the maintenance of a strong 
American-flag merchant marine is a requisite to that end. 
We believe that a national policy which assures a fair and 
reasonable participation by American-flag ships in the 
carriage of cargoes owned or financed by the United States 
Government is sound and justifies continuation. 


CONCLUSIONS AND RECOMMENDATIONS 


Several particular points stood out as the hearings progressed. 

One was the reported reluctance of certain nations to enter into 
country agreements under Public Law 480, due to 50-50 shipping 
requirements. This reluctance seemed to be centered in the mari- 
time nations of northern Europe—The United Kingdom and the 
Scandinavian countries. Their reluctance, according to the Agri- 
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cultural Department witness, “results, we believe, from the com- 
pulsory aspect of cargo preference. This is not susceptible of positive 
proof.” 

Another maritime nation cited by this witness as having “raised 
some objections” because of the application of cargo preference, was 
Japan. However, it is interesting to note that announcement was 
made by the Department of Agriculture on May 28, that the Japanese 
Diet had approved a second title ], Public Law 480 agreement pro- 
viding for the financing of $65.8 million of agricultural commodities. 
This makes Japan the largest participating country under title I, 
Public Law 480. 

Regarding this maritime nation reluctance to abide by the cargo 
preference provisions of Public Law 480, it is pertinent to note that 
foreign shipping is pow carrying approximately 80 percent of United 
States foreign commerce cargoes, and nevertheless, under Public 
Law 664, is allowed approximately 50 percent of all United States 
Government-financed cargoes. 

The committee can understand the interest of rival maritime nations 
in promoting their own national fleets. However, we judge as short 
sighted any modification of present American law aimed at develop- 
ing and maintaining an adequate merchant marine for the United 
States simply because our statutes do not conform to the desires of 
certain foreign maritime nations with large ocean fleets of their own. 

The value of any sales reportedly “lost” due to 50-50 is problemati- 
cal. No one can say with any assurance that these sales actually 
would have materialized. The committee suggests that the success of 
surplus disposal should be measured not by sales to specific countries 
but by the total sales achieved. Desirable as it might be to have all 
countries represented, it makes little actual difference whether we sell 
to the Scandinavian countries and the United Kingdom if total sales 
under the program reach the desired goal. And this has happened. 

A second point that emerged clearly from the hearings testimony 
was that the 50 percent of title I, Public Law 480 cargoes reserved 
under Public Law 664 for American-flag vessels had been the salva- 
tion of Amrican shipping, particularly in the tramp trades, where low- 
wage foreign competition is felt most keenly. 

We cannot ignore the fact that foreign ships now carry 3 out of 
every 4 tons of cargo in our total overseas trade. This has given 
rise to problems and dangers for every citizen and the national 
Government as well. To allow our vessels to carry 50 percent of 
Government-generated cargoes appears, therefore, to be not over 
zealous nor inequitable but completely in keeping with the maritime 
policy of the United States. While the committee recognized that 
50-50 is not an end in itself, it believes it is a justifiable, and has 
been a highly successful tool in the accomplishment of our national 
maritime goal. 

Thirdly, the committee invites the attention of those who expressed 
the opinion that Public Law 664 is overly restrictive for successful 
operation of surplus disposal in northern Europe to such clauses in 
the basic 50-50 law as “such steps as may be * * * practicable’, 
“to the extent such (privately owned United States-flag commercial) 
vessels are available at fair and reasonable rates” and “in such manner 
as will insure a fair and reasonable participation * * * by geographic 


areas.” 
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Passage of S. 2584 would place the American farmer at the 
mercy of foreign-flag ships with little or no assurance that he 
would have the means of transporting his products abroad 
in future years. 


One of the foreign trade groups insisting that cargo preference be 
retained in Public Law 480 agreements was the Bureau of Raw Mate- 
rials for American Vegetable Oils and Fats Industries. Its secretary, 
John B. Gordon, submitted a statement in which he stated: 


This trade association contains a representative cross sec- 
tion of the various vegetable oil processing industries in the 
United States. Among these industries there is a widespread 
belief that insofar as vegetable oil exports are concerned an 
exemption of sales under title I of Public Law 480 from 
the provisions of the 50-50 law will serve no useful purpose. 

We think a factor which should be taken into consideration 
in weighing the desirability of exempting title I from the 
provisions of the 50-50 law is that Public Law 480 sales 
represent a heavy loss to the United States Treasury. Again 
confining ourselves to the oils and fats field, we point out 
that the Commodity Credit Corporation’s report on cumu- 
lative shipments under title I of cottonseed, soybean and 
linseed oils and lard through April 15, 1956, total 443,000 
long tons. The cost to the Commodity Credit Corporation 
of these shipments was $161.9 million. ‘The market value was 
$153.4 million. Thus it may be seen that the loss to the 
United States Treasury on oils and fats shipments was $8.5 
million. 

The Commodity Credit Corporation owns no surplus 
stocks of vegetable oils. All shipments of vegetable oils and 
lard financed by title I purchase authorizations of the Foreign 
Agricultural Service must now be acquired by recipients in 
the open market. The world market situation during the 
1955-56 marketing season for oils and fats has been such that 
a considerable proportion of the liquid oils sales made under 
title I of Public Law 480 for payment in native currencies 
could have been sold for free dollars. 

In closing I wish to state that the membership of the 
Bureau of Raw Materials for American Vegetable Oils and Fats 
Industries is greatly interested in the upbuilding of foreign 
commerce. ‘They believe that the maintenance of a strong 
American-flag merchant marine is a requisite to that end. 
We believe that a national policy which assures a fair and 
reasonable participation by American-flag ships in the 
carriage of cargoes owned or financed by the United States 
Government is sound and justifies continuation. 
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Several particular points stood out as the hearings progressed. 
One was the reported reluctance of certain nations to enter into 
country agreements under Public Law 480, due to 50-50 shipping 
requirements. This reluctance seemed to be centered in the mari- 
time nations of northern Europe—The United Kingdom and the 
Scandinavian countries. Their reluctance, according to the Agri- 
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cultural Department witness, “results, we believe, from the com- 
pulsory aspect of cargo preference. ‘This is not susceptible of positive 
proof.” 

Another maritime nation cited by this witness as having “raised 
some objections” because of the application of cargo preference, was 
Japan. However, it is interesting to note that announcement was 
made by the Department of Agriculture on May 28, that the Japanese 
Diet had approved a second title I, Public Law 480 agreement pro- 
viding for the financing of $65.8 million of agricultural commodities. 
This makes Japan the largest participating country under title I, 
Public Law 480. 

Regarding this maritime nation reluctance to abide by the cargo 
preference provisions of Public Law 480, it is pertinent to note that 
foreign shipping is now carrying approximately 80 percent of United 
States foreign commerce cargoes, and nevertheless, under Public 
Law 664, is allowed approximately 50 percent of all United States 
Government-financed cargoes. 

The committee can understand the interest of rival maritime nations 
in promoting their own national fleets. However, we judge as short 
sighted any modification of present American law aimed at develop- 
ing and maintaining an adequate merchant marine for the United 
States simply because our statutes do not conform to the desires of 
certain foreign maritime nations with large ocean fleets of their own. 

The value of any sales reportedly “lost” due to 50-50 is problemati- 
cal. No one can say with any assurance that these sales actually 
would have materialized. The committee suggests that the success of 
surplus disposal should be measured not by sales to specific countries 
but by the total sales achieved. Desirable as it might be to have all 
countries represented, it makes little actual difference whether we sell 
to the Scandinavian countries and the United Kingdom if total sales 
under the program reach the desired goal. And this has happened. 

A second point that emerged clearly from the hearings testimony 
was that the 50 percent of title I, Public Law 480 cargoes reserved 
under Public Law 664 for American-flag vessels had been the salva- 
tion of Amrican shipping, particularly in the tramp trades, where low- 
wage foreign competition is felt most keenly. 

We cannot ignore the fact that foreign ships now carry 3 out of 
every 4 tons of cargo in our total overseas trade. This has given 
rise to problems and dangers for every citizen and the national 
Government as well. To allow our vessels to carry 50 percent of 
Government-generated cargoes appears, therefore, to be not over 
zealous nor inequitable but completely in keeping with the maritime 
policy of the United States. While the committee recognized that 
50-50 is not an end in itself, it believes it is a justifiable, and has 
been a highly successful tool in the accomplishment of our national 
maritime goal. 

Thirdly, the committee invites the attention of those who expressed 
the opinion that Public Law 664 is overly restrictive for successful 
operation of surplus disposal in northern Europe to such clauses in 
the basic 50-50 law as “such steps as may be * * * practicable’, 
“to the extent such (privately owned United States-flag commercial) 
vessels are available at fair and reasonable rates” and “‘in such manner 
as will insure a fair and reasonable participation * * * by geographic 
areas.” 
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Other Government agencies, particularly ICA, administering over- 
seas shipments including those of a similar or virtually identical 
character, have not eat the cargo preference provision a significant 
handicap. Now that the Department of Agriculture has been hand- 
ling the Public Law 480 program for almost 2 years, we would expect 
that it would have worked out (within the statute language above 
referred to) or seen fit to suggest realistic and adequate solutions to 
the problems heard by your committee. 

At the outset of the Public Law 480 program a rigid adherence to 
the law involving virtually a ship-by-ship allocation as between 
American and foreign vessels may have been necessary, but this is 
no longer the case. it certainly was not contemplated for any program 
of duration when the basic 50-50 law was passed. 

The committee has meticulously scrutinized the difficulties with 
respect to the problems of all segments of the American fruit industry. 
We realize that relatively few Public Law 480 transactions have been 
completed covering these commodities. Since the major potential 
market is in those countries which object to our 50-50 legislation, 
many have attributed this fact to lack of sales. Cargo preference at 
times has been blamed virtually as the sole cause for keeping such 
sales to a minimum. 

The committee found no convincing evidence (in any substantial 
degree) that 50-50 has prevented sales of this type. Hindrances to 
surplus disposal have been world conditions as cited by Senator 
Mundt in his statement— 


The world’s wheat bins are full * * *. The com- 
petitive situation with regard to wheat is reflected in other 
ees 9 Se option aoe otiog u 8 
ORo e e 

And by Mr. Ernest Falk, manager of the Northwest Horticultural 
Council, at Yakima, Wash.— 

The volume of fruit exported since World War II has been 
only a small fraction of our prewar exports. This decline is 
due to the obstacles and arbitrary barriers erected by foreign 
countries. The lack of dollars abroad has been a deterrent 
to trade and, to a great extent, an excuse for protectionist 
policies. 

The Department of Agriculture in a publication just 3 months old, 
entitled ‘Competitive Position of United States Farm Products 
Abroad,” states: 


Both European and Southern Hemisphere deciduous fruit 
production is increasing. This, coupled with protectionist 
policies in European countries, points toward continued 
difficulties for United States deciduous fruit exporters 


and 


European countries have restricted imports of dollar 
deciduous fruits to protect increased domestic production, 
to favor imports from colonial sources or bilateral treaty 
sources, or to conserve dollars. Much more of the European 
apple and pear trade originates in Europe now than before the 
war. 
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It is significant to note that prewar Western Europe satisfied only 
31 percent of its apple and pear requirements from the Continent. 
Today, 71 percent of that demand is met from that source. At the 
same time the Mediterranean area is meeting an increasing proportion 
of total western European needs for fresh oranges, fresh and canned 
grapefruit. In the latter category, this demand prewar was met 
entirely from the United States. 

Despite statements frequently made to the contrary by those who 
would tks to see cargo preference laws discarded, bona fide commercial 
sales are not affected by Public Law 664. The act never contemplated 
that such transactions would be covered. Ordinary commercial 
transactions are not now, nor have they ever been, subject to the 
provisions of the Cargo Preference Act. 

The committee is, of course, profoundly concerned with the well- 
being of the American farmer, recognizing that he is a vital part of 
our total economic well-being. It is particularly regrettable that the 
fruit farmer, perhaps more than the producer of any other agricultural 
product, finds overseas markets seriously limited. We are surprised, 
however, that insofar as the export market for fruit under the Public 
Law 480 program is concerned, the Department of Agriculture should 
have been willing to attribute such disproportionate responsibility in 
any substantial degree to the 50-50 shipping provision of present law. 
It would have been more to the point, we believe, had affirmative 
helpful suggestions been made by that Department looking toward 
fresh fruit disposal. This the committee urges be done as soon as 
possible. 

We recognize that export of fresh fruits and their products and fresh 
vegetables and their products, particularly to certain areas, are not 
always susceptible to the advance programing required for the ad- 
ministration of Public Law 664. This results largely from the neces- 
sity of insuring delivery of these highly perishable products in proper 
season and with a minimum of spoilage. If the Department of Agri- 
culture finds this at any time to be the case, it could excuse the move- 
ment of these commodities from 50-50 and remain consistent with the 
intent and purpose of the law in that it states “insofar as practicable.” 
The committee sees herein no unfairness to any parties of interest. 
We must, however, caution the Department that excusing particular 
movements from the application of the cargo preference principle does 
not mean that American-flag ships should not be given preference if 
available and in quantity and at rates adequate to service the move- 
ment. 

Further, it was not intended by the Congress that the administra- 
tion of cargo preference on geographic area basis should be made 
applicable country to country or commodity by commodity. Less 
insistence by the agency on this rigidity of administration should en- 
able it to solve a number of the problems called to the committee’s 
attention. 

Moreover, the committee is aware that in certain routes, particu- 
iarly from the Pacific coast to northern Europe, American refrigerated 
vessels are not available. This fact is generally known to the negoti- 
ators of country agreements both here and abroad. Recipient nations 
could be urged to transact business in perishable commodities with full 
knowledge that a particular transaction would, within the framework 
of the basic law, not compel mandatory United States-flag participa- 
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tion. It is our understanding that the Department of Commerce is 
in a position to make these facts known to the Department of Agri- 
culture, in a fashion similar to that used in certifying the reasonable- 
ness of rates. 

By letter of May 23, 1956, the American Farm Bureau Federation 
laid before the subcommittee a proposal combining sales of private 
stocks with consideration of the end use of the currency received. 
Their proposal, in effect, called for exempting title I of Public Law 480 
transactions from the 50-50 requirements if the commodities moved 
from private stocks and if the foreign currency were to be used for 
any of the authorized purposes other than being given or loaned back 
to the importing country. 

Such an exemption, according to the February 29, 1956, tabulation 
of the Commodity Stabilization Service, USDA, would have covered 
all sales under the program, of tobacco, lard, evaporated milk, whey, 
crude cottonseed oil, and soybean oil. It would have covered also 
85.4 percent, or 320,533 bales, of cotton sold; 93.7 percent of milled 
rice sales (106,606,800 pounds); 56.7 percent of corn sales (4,281,82: 
bushels); 52.3 percent of refined cottonseed oil sales (78,601,171 
pounds) ; 88.3 percent of linseed oil sales (1,988,741 pounds); and 16.3 
percent (38,804,400 pounds) of grain sorghums. The committee has 
analyzed this proposal at great length, and finds that it lacks merit. 
This approach skirts the basic reasoning behind the Attorney General’s 
decision of December 15, 1954, by which 50-50 was made applicable 
to Publie Law 480 transactions. 

In that decision the Attorney General said: 


The precise question is whether within the meaning of Pub- 
lic Law 664 the United States guarantees the convertibility 
of foreign currencies. * * * 


He concluded: 


It would seem reasonably plain that * * * the United 
States undertakes to make dollars available to private sup- 
pliers in an amount equivalent to the agreed value of foreign 
currencies paid for surplus agricultural commodities. 


And that transactions of the type envisaged would not take place. 
* * * absent the assurance of receipt of the dollar equivalent. 


Clearly, then, the Farm Bureau proposal has not met the basic 
issue that 50-50 is applicable to 480 transactions on the basis of 
currency convertibility, since it has concentrated on the end use of 
the converted currency. The committee sees no justification for modi- 
fying present statutes based on this proposal. 

Preference in carrying 50 percent of the waterborne cargoes under 
Public Law 480 is essential to the survival of the American merchant 
marine. It is claimed that this has added $4 million to the cost of 
transporting the surplus commodities. Your committee cannot vouch 
for this figure. Assuming that it may be correct, we feel strongly that 
it is a sound expenditure. This for reasons already stated in (b) 
above. 

When these commodities move on “berth liners” (foreign or United 
States), the rates are the same. The difference in the cost of opera- 
ting the United States ship (about 50 percent) over the foreign is in 
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many cases absorbed by operating-differential parity payments. This 
is in accordance with the provisions of the 1936 Merchant Marine 
Act. “Fair and reasonable rates” for United States-flag vessels under 
the farm export program are set by the Federal Maritime Adminis- 
tration. These rates permit the United States tramp ship to operate 
and make a small profit. The foreign-flag tramp normally charges 
just under the United States tramp rate. 

Today the foreign tramp rate is higher than the United States 
“fair and reasonable” rate. If United States ships were not available 
because of the Cargo Preference Act, there is danger that excessive 
foreign-flag rates and unavailability of ships would cause the surplus 
agriculture commodities to rot on our docks. Were 50-50 repealed, 
the American-flag tramp fleet would be forced off the high seas. 
Then there would be no control over foreign-flag tramp rates. They 
could charge what they pleased to carry our cargoes. 

The Department of Commerce has advised the committee that the 
added transportation cost to United States-flag ships has proven to be 
a good investment to American taxpayers. That Department stated 
that employment of United States ships has created corporate and 
individual tax revenues, provided employment, and stimulated the 
American economy so much beyond the reported $4 million level that 
there has been a net fiscal gain for the taxpayer. 

The American taxpayer, in effect, is paying an unconscionable sub- 
sidy to the foreign shipping companies. This at the same time the 
foreign companies and their lobbies are demanding we stop protecting 
our merchant ships. 

The $4 million additional transportation reputedly paid to United 
States ships in carrying surplus commodities, is but a fraction of what 
has been paid the foreign shipping companies. 

It costs United States-flag tramp ships over twice as much to 
operate as it does foreign tramps. Yet our tramp ships make a small 
profit carrying surplus commodities at rates established by the Fed- 
eral Maritime Board as “fair and reasonable.” It should be noted, 
however, that during the past years the rates paid to American-flag 
tramp ships have averaged substantially below the “fair and reason- 
able” rates fixed by the Maritime Board. 

Your committee, which had original jurisdiction over the basic 
Cargo Preference Act (Public Law 664, 83d Cong.), is pleased to have 
had an opportunity of reviewing the language and intent of that law. 
We herein reiterate both the language and intent. It was designed 
to promote American shipping; but not at the cost of frustrating any 
national goal, particularly one as vital as the Public Law 480 program 
is to American farmers and the United States economy. Its very 
language is evidence to this effect. The committee intended and 
hopes that all agencies of the Government will recognize that special 
transportation problems or marketing problems arising therefrom 
which have arisen under any program to date, have or can be met 
within the framework of basic congressional intent of Public Law 664. 
We are convinced that amendment of this statute is unnecessary. 
Existing problems which have been brought to our attention can and 
should be met within that framework and the remedial procedures 
and flexibility provided thereby. 

The committee found most persuasive the testimony of American 
shipping interests. These shipping interests have a great stake in the 
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continuing success of any program of surplus agricultural disposal. 
Their witnesses showed every concern for the economic problems 
caused by our farm surpluses. They were unanimous in their desire 
that the 50-50 program not be administered to the detriment of the 
economy of the farmer. They expressed the conviction that the eco- 
nomic security of the merchant marine is tied directly to that of the 
farmer. ‘These witnesses suggested certain remedies for particular 
problems which have arisen. These remedies, the committee is con- 
vinced, are both feasible and practical. They lie within the scope of 
administrative determination of the Department of Agriculture. 








APPENDIX 





Exuisir A 
DECEMBER 15, 1954. 
THE PRESIDENT, 
The White House, 
Washington, D. C. 

My Dear MR. Presipenr: I have the honor to comply with your 
request for my opinion on the question whether the provision of 
Public Law 664, 83d Congress, approved August 26, 1954 (68 Stat. 
832), relating to the guaranty of convertibility of foreign currencies, 
has application to sales of surplus agricultural commodities for foreign 
currency pursuant to title I of Public Law 480, 83d Congress (the 
Agricultural Trade Development and Assistance Act of 1954), 
—— July 10, 1954. 

Public Law 664 amends section 901 of the Merchant Marine Act, 
1936, as amended, to codify and extend in permanent legislation 
various preferences provided in existing law for United States-flag 
commercial vessels in the transportation of certain ocean cargoes. 
The statute provides in pertinent part: 

“(b) whenever the United States shall procure, contract for, or 
otherwise obtain for its own account, or shall furnish to or for the 
account of any foreign nation without provision for reimbursement, 
any equipment, materials, or commodities, within or without the 
United States, or shall advance funds or credits or guarantee the con- 
vertibility of foreign currencies in connection with the furnishing of such 
equipment, materials, or commodities, the appropriate agency or 
agencies shall take such steps as my be necessary and practicable to 
assure that at least 50 per centum of the gross tonnage of such equip- 
ment, materials, or commodities (computed separately for dry bulk 
carriers, dry cargo liners, and tankers), which may be transported on 
ocean vessels shall be transported on privately owned United States- 
flag commercial vessels * * *.’’ {Emphasis scoring supplied.] 

Title I of Public Law 480 authorizes the sale of surplus agricultural 
commodities for foreign currency. Section 101 empowers the Presi- 
dent to negotiate and carry out agreements with friendly foreign 
nations for that purpose subject to prescribed standards, including a 
direction that private trade channels be used to the maximum extent 
practicable for sales from both privately owned and Commodity 
Credit Corporation stocks. Section 102 (a) directs the Commodity 
Credit Corporation, in accordance with regulations issued by the 
President, to make available funds to finance the sale and exportation 
of such commodities. Section 102 (b) provides in pertinent part: 

‘In order to facilitate and maximize the use of private channels of 
trade in carrying out agreements entered into pursuant to this Act, 
the President may, under such regulations and subject to such safe- 
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guards as he deems appropriate, provide for the issuance of letters 
of commitment against funds or guaranties of funds supplied by the 
Commodity Credit Corporation * * *. Such letters of commitment, 
when issued, shall constitute obligations of the United States and 
moneys due or to become due thereunder shall be assignable under 
the Assignment of Claims Act of 1940. * * *” 

Section 103 authorizes appropriations not in excess of $700 million 
to reimburse the Corporation for its investment in commodities and 

“all costs incurred by the corporation in making funds available to 
finance the exportation of surplus agricultural commodities pursuant 
to this title.’ Section 104 authorizes the President to make agree- 
ments with friendly nations for the use abroad of the foreiga currency 
acquired under the sales program for one or more of the purposes 
specified in the section. Section 105 provides that foreign currency 
received under the provisions of title I shall be deposited in a special 
account to the credit of the United States. 

Regulations for the administration of the program have not yet 
been issued. However, it is my understanding that under the regula- 
tions to be issued surplus sales, whether from Commodity Credit 
Corporation or privately owned stocks, will be made through private 
suppliers in accordance with the statutory directive to use private 
trade channels to the maximum practicable extent in the effectuation 
of this program. It is my further understanding that the proposed 
regulations will provide, in substance, that the “Commodity Credit 
Corporation will issue letters of commitment, as authorized by section 
102 (b), to domestic banks in favor of approved foreign importers; 
private suppliers will be paid dollars by such banks upon presentation 
of appropriate export documents; the foreign importer will deposit 
the sales price in foreign currency in a special account to the credit 
of the United States abroad as provided in section 105 when the 
exported commodities are delivered; and upon completion of the 
transaction the Corporation will reimburse the domestic banks in 
dollars for payments made against the letters of commitment issued 
by the Corporation. 

The precise question is whether within the meaning of Public Law 
664 the United States guarantees the convertibility of foreign cur- 
rencies in connection with the sale of surplus agricultural commodities 
pursuant to title I of Public Law 480 and the regulations to be issued 
thereunder. 

It would seem reasonably plain that in financing the execution of the 
title I program, as authorized by section 102 of Public Law 480, 
through private suppliers, the United States undertakes to make 
dollars available to private suppliers in an amount equivalent to the 
agreed value of foreign currencies paid for surplus agricultural com- 
modities. It also seems plain that such dollar financing is vital and 
integral to the statutory scheme, since no one could reasonably 
expect that private suppliers would sell surplus commodities either 
from their own stocks or those acquired from the Government for 
foreign currencies paid to the Government, as provided by the statute, 
absent this assurance of receipt of the dollar equivalent. It is my 
opinion that the Congress intended the so-called 50-50 preference of 
Public Law 664 to apply to programs so financed, and that the phrase 
“guarantee the convertibility of foreign currencies,” reasonably con- 
strued in context, expresses that intention. A number of considera- 
tions impel me to that conclusion. 
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In cognate statutes, the Congress has expressly provided a similar 
preference. Section 106 of the Mutual Security Appropriations Act, 
1954 (Public Law 218, 83d Cong., approved August 7, 1953) carried 
such preference provision. It is my understanding that the preference 
was administratively applied to surplus agricultural commodities sold 
for foreign currencies with dollar financing under section 550 of the 
Mutual Security Act of 1951, as added by Public Law 118, 83d 
Congress, approved July 16, 1953. It may be observed in this con- 
nection that the title I, Public Law 480 program under consideration 
stems directly from the earlier section 550 program enacted by the 
same Congress. ‘The Senate report on S. 2475, which, after amend- 
ment, because Public Law 480, states: 

“The bill would authorize the President (1) to sell surplus agricul- 
tural commodities for foreign currencies, and (2) to convert into dollars 
foreign currencies acquired by private exporters of such commodities. 
These operations would be carried out in accordance with the provi- 
sions of section 550 (b), (c), (d), and (e) of the Mutual Security Act 
of 1951, as added by Public Law 118, 83d Congress, Ist session (set 
out herein as exhibit B); and local currencies acquired under section 
3 (a) and (b) would be transferred to the President for use as provided 
in section 550 (b), (c), (d), and (e).” (S. Rept. No. 642, 83d Cong., 
lst sess., p. 1.) 

Moreover, in section 106 of the Mutual Security Appropriations 
Act, 1955 (Public Law 778, 83d Cong., approved September 3, 1954), 
the same express provision included in the previous year’s appropria- 
tion act was made applicable to expenditures during the fiscal year 
1955 under the Mutual Security Act of 1954 (Public Law 665, 83d 
Cong., approved August 26, 1954), including expenditures authorized 
under section 402 of that act “to finance the export and sale for 
foreign currencies of surplus agricultural commoditieg or_ products 
transferred pursuant to the Agric ultural Trade Adjustment and 
Assistance Act of 1954, and in accordance with the standards as to 
pricing and the use of private trade channels expressed in section 101 
of said Act.” 

In the face of this unequivocal course of legislative action, it would 
in my judgment require the clearest kind of showing in order to 
—— to the Congress an intent to exclude the title I Public Law 

480 program, as applied, from the reach of the general, permanent, 
reference embodied in Public Law 664. Such — is not present 
ons On the contrary, it was patently the basic purpose of Public 
Law 664 to codify and broaden existing preferences, not to derogate 
from them. 

The whole tenor of the legislative history of Public Law 664 tends 
to support that view. The Senate report on S. 3233, which became 
Public Law 664, describes the policy of the bill as follows: 

“The basic policy the bill thus would incorporate into permanent 
legislation bas been proclaimed by the Congress in the Merchant 
Marine Acts of 1920, 1928, and 1936, and in the Merchant Ship Sales 
Act of 1946. The principle of ‘at least 50 percent’ is more specifically 
laid down in the various foreign economic and military provisions of 
recent years, as follows: 

“1. Economic Cooperation Act of 1948, and the ECA amend- 
ments, 1949 (Public Law 47, 81st Cong.). 
“2. Korean Aid Act (Public Law 447, 8ist Cong.). 
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“3. Yugoslavia Emergency Relief Assistance Act of 1950 
(Public Law 897, 8ist Cong.). 

“4, India Emergency Food Aid Act of 1951 (Public Law 48, 
82d Cong.). 

“5. Mutual Defense Assistance Act (Public Law 329, 81st 
Cong.). 

“6 Mutual Security Act of 1951 (Public Law 165, 82d Cong.). 

“7, Pakistan wheat bill (Public Law 77, 83d Cong.). 

(S. Rept. No. 1584, 83d Cong., 2d sess., pp. 1-2). The same report 
summarizes the intended coverage of the phi as iowa: 

“The committee is convinced that the bill, S. 3233, as reported, is 
desirable as a codification and extension of present provisions in the 
several foreign economic and military-aid statutes in that 

“(a) It lays down a permanent, uniform policy for all current 
and future aid programs; 

“(b) It plugs existing loopholes, particularly with respect to 
offshore purchasing, and programs financed in any way by Federal 
funds; 

“(c) It eliminates the f. o. b. (shipside delivery) and c. a. f. 
(cargo and freight) procedures by which a high percentage of 
exports from this country, and offshore purchases contracted for, 
financed, or furnished by the United States, have been routed 
in foreign vessels in violation of the spirit if not the letter of 
existing cargo-preference legislation. 

“We believe there is no substance to the objection raised by the 
representative of the Foreign Operations Administration against the 
convertibility of foreign currency provision. The bill does not relate 
in any way to convertibility of United States investments abroad. 
It applies only to cargoes furnished to foreign nations where our 
Government agrees to pay the dollar equivalent of the cost of the 
cargoes, and where there is governmental transfer of American com- 
modities in exchange for local foreign currencies, which is now outside 
the provisions of existing foreign aid legislation” (ibid. p. 5). 

The House report on S. 3233 is to substantially the same effect as 
follows: 

“The bill applies in four kinds of situations: (1) Where the United 
States procures, contracts, or otherwise obtains for its own account 
equipment, materials, or commodities; (2) furnishes equipment, mate- 
rials, or commodities to or for the account of any foreign nation 
without provision for reimbursement; (3) advances funds or credits; or 
(4) guarantees the convertibility of foreign currencies in connection 
with the furnishing of such equipment, materials, or commodities. 
It has no application to purely commercial transactions where a 
broker or exporter sells to a firm abroad without the participation of 
the United States Government” (H. Rept. No. 2329, 83d Cong., 
3d sess., pp. 1-2). 

Thus, it would seem that the two committees of the Congress which 
handled the bill have quite clearly said that where dollar financing by 
the Government is an integral part of the program, as here, the 
preference provided is intended to apply. 

The “guarantee” language used in the statute is reasonably sus- 
ceptible of a construction hidh gives effect to the manifest legislative 
purpose. One of the conventional usages of the verb “to guarantee” 





p <o q 


——~=— © 


9 








INFLUENCE C® CARGO PREFERENCE STATUTES 23 


is to undertake to do something—in this instance, to make available 
in dollars to private suppliers the equivalent of foreign currencies paid 
for commodities under the title I Public Law 480 program. Another 
more technical, dictionary, definition of “guarantee” requires the 
existence of a primary obligor, whose obligation is guaranteed, a situa- 
tion apparently contemplated in the investment guaranty program 
authorized under other foreign economic legislation but not present 
here. I cannot adopt the view, however, that the Congress intended 
the meaning of “guarantee” in this context to be so circumscribed, 

when another broader, conventional, meaning is more consonant with 
the plain statutory purpose. For similar reasons the courts hav e de- 
clined to ‘‘make a fortress out of the dictionary” and have „“consist- 
ently refused to pervert the process of interpretation by mechanically 
applying definitions in unintended contexts.” Farmers Reservoir & 
Irrigation Co. v. MeComb (337 U.S. 755, 764). Nor do I believe that 
because in accordance with the provisions of sections 104 and 105 only 
the Government uses and receives the foreign currencies paid for com- 
modities sold, there is no conversion of such foreign currencies within 
the contemplation of Public Law 664. To so regard it would be to 
make the form rather than the substance of the transaction the test 
of statutory coverage in derogation of the plain statutory purpose. 
As I have heretofore pointed out, the dollar finance authorization of 
Public Law 480 is integral to the statutory scheme, and I entertain 
little doubt, therefore, that the Congress intended such a transaction 
to be regarded as a conversion within the meaning of the words used 
in Public Law 664 whether the Government pays the dollar equivalent 
to a private supplier with or without passing the foreign currency paid 
through his hands. 

In sum, while the applicability of the 50 percent preference to the 
title I Public Law 480 program, as administered, seems beyond cavil 
fully consistent with the purpose of Public Law 664, it is by no means 
clear that it is inconsistent with the declared foreign trade develop- 
ment policy of Public Law 480. This seems so, because under the 
program, as it is to be applied, such preference would result in no 
dollar drain on the dollar reserves of importing nations for transporta- 
tion costs in American bottoms, since such dollar costs will be paid 
by the United States. However, even if it were to be regarded in any 
degree inconsistent, my conclusion would not be altered by reason of 
the fact that, as hereinabove discussed, the Congress has already pro- 
vided for the applicability of such preference to programs comparable 
in purpose, operation, and dollar finance. 

It is my opinion, therefore, that if the title I Public Law 480 pro- 
gram is administered, as envisaged, the United States under that law 
guarantees the conv ertibility of foreign currencies in connection with 
the furnishing of commodities within ‘the me aning of Public Law 664. 
Accordingly, the preference provided must be given effect. 

Respectfully, 
HERBERT BROWNELL, Jr., 
Attorney General. 


90004°—57 S. Rept., 84-2 
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Exuisit B 


TaBLe IV.—Dollar equivalent of total foreign currency expected to become available 
under title I, Public Law 480 agreements signed through Apr. 15, 1956 


[Thousands of dollars; 


Beginning Total cur- 
x July-June E 
of program | “1956-57 or | ‘Total | rency for, 
ef later — 
June 30, 1956 | purposes ! 2 


Country 


Argentina 19, 207 11, 891 31, 098 | 20, 998 
Austria. ..... 10, 115 18, 399 28, 514 17, O86 
Brazil J 26, 118 5, 712 41, 830 | 327 
Burma — 21, 700 21, 700 | i k 
Chile —— — —— 4,942 34, 600 39, 542 | 31, 622 
Colombia : 5, 408 10, 634 16, 042 | 642 
Es asiaa iaoa a 1, 445 2, 575 4,020 | 3, 100 
Egypt... 10, 939 &, 661 19, 600 5, 587 
Finland...... i i 5, 154 13, 650 18, 804 3 
France | 850 ; 650 
Germany... d -=| 1, 200 1, 200 
Greece sdewegel 13, 730 6, 100 19, 830 
Indonesia belinda 11,015 96, 700 

4, 531 , oot 12, 100 

27,105 3, 56 666 

12, 638 37, 3: 975 

— 82,523 | 

ae -f 14, 608 
Pakistan.. j 15, 300 | 
Peru j sol 7, 870 
Spain | 62, 641 | 
Thailand......... 5 | 2,000 | 
Turkey i 26, 564 | 
United Kingdom........ ae RAAT Ae i ġ DE SDE: E aidi -| 15, : 
Yugoslavia J 4 ù | 110, 182 | j 121, 


Total | 490, 190 | 437, 043 | 


f 


3 927, 233 | 


1 The breakdown of the dollar equivalent of currency expected to be available for foreign aid programs 
by fiscal years is shown on attached table IV A. 

2 Includes approximately $18.6 million planned for purchase of goods for other countries which constitutes 
aid to third countries. 

3 The difference of approximately $8.9 million between the amount of currency expected to accrue and the 
total of agreements signed is accounted for principally by the fact that purchases made under 42 completed 
purchase authorizations did not utilize completely the amounts authorized. 


Exnuisit C 


Total exports of CCC and commercial stocks under title I, Public Law 480, as of 
Feb. 29, 1956 


Í. à | Percent, 
Unit of Total Exports from commercial 


measure exports commercial | “stocks of 


Commodity k 
Stocks 
total 


Cotton, upland | 375, 224 | 
Butter. ——— , 607, 147 
Cheese | , 269, 974 |... 
— ——— ——— , 564, 380 7, 564, 380 
Milk evaporated 3, 262, 661 3, 262, 661 
Whey.... — , 000, 850 2, 000, 850 
Barley Š Bushel_...../ , 188, 651 |... 
Ra eel aaah J9 557, 003 4, 281, 823 
Grain sorghums.. i Pound | , 731, 700 38, 804, 400 
Oats Re Ae S Bushel 4, 745, 835 |... 
Rion a naa | Pound , 374,800 | 108, 606, 800 
Wheat... | Bushel 50, 318, 745 4 
Cottonseed oil: | | | 
Crude Pound. .....! 419, 899 899 
Refined | 207,641 | 78, 601, 171 
Linseed oil | , 251, 225 1, 988, 741 
Soybean oil | | 72,321,009 72, 321, 009 
— — | 44, 031, 162 44, 031, 162 
| 


Source: Commodity Stabilization Service, U. 8. Department of Agriculture. 
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